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The  Management  Research  Center  (MRC)  of  the  Graduate  School  of  Business  has  been  established  to  conduct 
selected  programs  of  research  in  individual,  small  group  and  organizational  psychology,  with  special  emphasis 
on  the  study  of  managerial  behovior  in  industrial  organizations.  Through  enlarging  our  understanding  of  how 
today's  manager  deals  with  increasingly  complex  organizational  problems,  the  Center  hopes  to  furnish  behavioral 
foundations  for  the  development  and  education  of  the  manager  of  the  future.  MRC  is  supported  primarily  by  the 
Fc  d  Foundation  with  supplementary  support  from  the  Office  of  Naval  Research  and  the  University  of  Pittsburgh. 

A  cross-cultural  study  of  managerial  behavior  in  standardized  organizational  simulations  is  being  con¬ 
ducted  by  MRC  in  cooperation  with  the  European  Research  Group  on  Management  (ERGOMj,  an  organization  of  the 
European  Association  of  Management  Training  Centers,  and  the  Comite  para  Investigaciones  sobre  Ernpresarios 
latinamericanos  (CINSELA),  MRC  is  devloping  a  repository  for  behavioral  data  collected  in  management  training 
centers  throughout  Europe  and  Latin  America.  In  addition  to  providing  a  data  bank  for  the  storage  and  retrieval  of 
information,  MRC  will  provide  cooperating  training  centers  with  assistance  in  experimental  design,  statistical 
analysis,  and  data  collection. 

Utilizing  survey  and  interview  techniques,  MRC  is  examining  the  consulting  patterns  of  middle  and  top 
management  to  identify  characteristic  similarities  and  differences  in  the  performance  of  managers  at  different  levels 
within  the  same  organization  and  in  different  organizations. 

Field  studies  as  well  as  broad  scale  surveys  are  under  way  also  in  banking,  light  and  heavy  industry  to  study 
the  effects  of  the  computer  and  EDP  on  managerial  and  organizational  behavior.  An  attempt  is  being  made  to 
gauge  the  impact  of  computers  on  organizational  life  in  gcnetol  and  managerial  behavior  in  particular. 
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THl;  DECISION  Tn  AUTOMATE  THE  SMALL  COMMERCIAL  BANK 
A  Be  LAV  I  ORAL  APPROACH  fO  Tiii;  ANALYSIS  OF 
DECISION  MAKINi.  PlUXTSSES 

Avncr  M.  Tor at 

University  of  Pittsburgh,  1968 

The  decision  to  automate  the  small  commercial  bank  has  to  be 
approached  from  three  different  aspects: 

1.  The  theory  of  decision  making  aspect,  where  some  of  the 
questions  facing  the  researcher  are:  KTiat  are  the  elements 
in  the  decision?  Who  participates  in  the  process  and  in 
what  role?  Can  common  features  be  discovered  in  the  process 
among  different  organizations? 

2.  The  computer  aspect,  where  these  questions  arise:  Why  is 
there  a  need  to  consider  automation  and  how  does  this  need 
effect  the  decision  process  and  the  final  decision? 

3.  The  small  bank  aspect,  where  the  following  questions  arise: 

How  does  a  small  organization  deal  with  a  decision  leading  to 
a  major  change  which  is  outside  the  main  stream  of  regular 
decisions  made  in  such  an  organization”  And  what,  if  any, 
are  the  differences  between  large  and  small  organizations  in 
approaching  the  problem” 

The  purpose  of  this  study  is  to  examine,  keeping  two  major  goals  in 
mind,  the  decision  process  involved  in  deciding  to  automate  the  small 
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commercial  bank.  The  first  goal  is  to  develop  a  descriptive  model 

* 

which  provides  an  outline  of  the  process  in  a  form  which  will  make  it 
possible  to  follow,  understand,  and  analyze  the  phases  in  the  decision. 

The  second  is  to  examine  whether  the  principles  of  the  behavioral  theory 
of  the  firm,  which  were  originally  developed  for  the  large  organization 
dealing  with  repetitive  decisions,  apply  also  to  a  small  organization 
facing  a  one-time  decision. 

The  analyses  are  based  on  data  collected  in  twenty-three  small 
commercial  banks,  which  were  studied  while  they  were  in  various  stages  of 
the  decision  process  and  in  the  process  of  applying  various  solutions  to 
the  questions  facing  them.  The  method  employed  in  this  investigation  was 
based  mainly  on  interviews  in  the  field  with  the  people  involved  in  the 
process,  supported  by  supplementary  questionnaires  and  examination  of 
written  records.  A  flexible  schedule  covering  the  activity,  subjects, 
participants  and  time  dimensions  of  the  process  was  used  in  the  field 
interviews. 

The  results  of  the  data  collection  and  analysis  are  presented  in 
three  parts.  The  first  includes  data  on  the  various  phases  of  the  process 
from  the  time  the  active  decision  process  had  begun  through  the  decision 
period  itself,  and  up  to  the  completion  of  the  first  conversion  or  termin¬ 
ation  of  the  process.  In  this  part,  questions  regarding  the  available 
alternatives,  the  elements  effecting  the  decision  makers,  the  roles  of 
insiders  and  outsiders,  and  the  effects  of  the  way  the  decision  was  made 
arc  discussed  in  detail.  Based  on  the  data  in  the  first  part,  the  second 
part  is  used  to  develop  the  descriptive  model  which  applies  to  the  banks 
participating  in  the  study.  The  final  part  makes  use  of  the  data  to 
examine  the  applicability  of  the  principles  of  the  behavioral  theory  of  the 
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firm,  as  described  by  Cyert  and  March,  to  the  decision  process  in  the 
small  hank. 

The  study  demonstrates  that  although  each  bank  makes  the  given 
decision  only  once,  the  proross.  i>;  <= ; m ;  ^^nugh  in  its  development  to 
be  summarized  in  a  descriptive  model.  The  model  emphasizes  the  principles 
of  a  sequential  approach  to  problems,  limited  search  for  arriving  at  the 
best  decision,  and  unsystematic  feasibility  study  leading  to  a  decision. 

Of  the  four  major  relational  principles  in  the  Cyert  and  March 
theory,  only  one  was  fully  applicable  to  the  process  studied.  This  was 
the  concept  of  problematic  search  which  assumes  a  motivated  search, 
which  is  both  simple-minded  and  biased.  The  concepts  of  organizational 
learning  and  uncertainty  avoidance  had  to  be  partially  modified  to  be 
adjusted  to  the  condition  of  the  one-time  decision.  The  concept  of 
quasi -resolut ion  of  conflict  had  to  be  modified  so  that  it  could  be 
adjusted  to  the  special  conditions  of  a  small  organization. 
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I.  INTRODUCTION 


A.  statement  of  the  Problem 

Over  the  last  IS  years  the  computer,  or  as  it  is  often  called, 
electronic  Data  Processing  (EDP) ,  has  established  Itself  as  an 
accepted  tool  for  many  organizations  and  an  Instrument  effecting  the 
organizational  environment  and  members.  One  of  the  first  questions 
an  organization  faces  when  it  considers  EDP  services  is  how  to 
approach  the  decision  and  what  is  involved  in  it.  The  present  stud) 
concentrates  on  the  process  involved  in  deciding  whether  or  not  to 
acquire  computer  services  in  one  segment  of  the  business  world,  the 
small  commercial  bank.  The  subject  is  approached  from  three 
different  aspects. 

1.  The  Decision-Making  Aspect. 

2.  The  Computer  Aspect. 

3.  The  Small  Bank  Aspect. 

These  three  supply  the  framework  for  the  study,  which  is  based 
on  field  research  covering  23  small  commercial  banks  that  have  recently 
made  the  decision  to  start  using  EDP. 

1.  The  Decision  Making  Aspect 

In  the  last  twenty  years  there  has  been  an  enormous  growth  in 
decision-making  literature.  Researchers  and  writers  have  been  con¬ 
cerned  for  several  years  with  the  question  of  how  people  and  organiza¬ 
tions  make  their  decisions.  This  question  was  examined  along  with  the 
question  of  how  decisions  should  be  made,  and  the  results  have  been 
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several  models  of  decision  making  which  were  incorporated  into  what 
is  now  called  the  behavioral  theory  of  the  firm. 

With  the  availability  of  many  theories  and  models  of  decision 
making,  it  is  surprising  how  little  has  been  done  in  testing  those 
models  and  relating  them  to  actual  decision  making  in  business  organi 
nations.  In  the  few  instances  where  simulations  of  decision  models 
were  actually  tested,  they  usually  were  restricted  to  quantitative 
and  repetitive  decisions,  and  the  economic  considerations  dominated 
the  decisions.1  A  gap  still  to  be  closed  In  the  area  of  research 
and  writing  on  decision  making  includes,  the  more  complicated,  less 
repetitive  decisions.  One  example  of  such  a  decision  is  the  process 
involved  in  the  oecision  to  introduce  electronic  data  processing. 

2.  The  Computer  Aspect 

Over  the  past  fifteen  years,  computers  and  EDP  equipment  have 
becom''  part  of  everyday  business  life.  According  to  one  source,  in 
19SS  there  were  only  10-15  computers  installed,  while  by  the  end  of 
1966  the  total  number  had  reached  28,500  worth  $7.8  billion.  Projec¬ 
tions  to  1970  indicate  that  there  will  be  60,000  computers  in  use  by 
that  time,  to  be  valued  at  $18  billion.  (Myers,  1967,  p.  1) 

As  more  computers  are  being  introduced  into  the  business 
world,  an  increasing  amount  of  literature  dealing  with  computers, 
their  place  in  our  world  and  their  present  and  future  impact  on 
organizations  and  people,  has  been  generated.  The  writings  have 
come  from  people  of  diverse  backgrounds  and  opinions  and,  due  to 


^Several  models  and  simulations  are  discussed  in  Cyert  and  March 
(1963),  and  Cohen  and  Cyert  (1965). 
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their  lack  of  vJkjicr i**mre  with  automation,  have  often  been  in  the 

form  of  genera l i tat  ions  with  little  or  no  empirical  evidence.  > 

Typically,  the  impact  of  automation  has  been  considered  in  its  broad 

economic  and  social  dimensions,  or  in  the  for®  of  "check  lists" 

biggest ing  what  to  do  with  computers.^  But  with  the  increase  of  \ 

\ 

organizational  experience  with  computers,  research  data  arc  becoming  | 

available  »ivd  should  he  utilized  to  provide  meaningful  insights  into 

i 

I 

some  of  the  many  managerial  aspects  of  the  automation  problems.  j 

In  the  introduction  of  the  computer  to  the  business  world,  1 

as  is  the  case  of  many  other  changes,  there  have  been  disappointments 
as  well  as  gains.  This  was  recognized  by  George  J,  Brabb  and  Earl  B. 

Hut  chins  1 1963 )  : 

The  revolution  now  in  progress,  like  all  revolutions,  is  not 
progressing  smoothly  and  without  problems.  There  have  been 
reports  of  disappointment  and  disillusionment  and  even,  in 
some  instances,  of  withdrawal  of  computers.  Such  situations 
have  more  often  been  attributed  to  those  who  use  and  those 
who  sell  rauicr  than  to  the  equipment  itself,  (p,  33) 

Often  the  problems  develop  at  the  early  stage  of  the  introduo 

tion  of  Idle  computer  and  are  a  result  of  the  way  the  decision  to 

acquire  the  computer  was  made  and  of  the  conversion  process  used.  In 

an  article,  "Seven  Deadly  Dangers  of  E.D.P.",  L.  R.  Fioek  (1962) 

raised  this  specific  issue: 

If  businessmen  were  more  knowledgeable  about  some  of  the 
dangers  involved  in  setting  up  and  evaluating  an  l:DP 
installation,  maybe  they  would  be  able  to  protect  their 


Examples  of  early  writings  about  the  impact  of  computers  can  be  found 
in  the  following  volumes:  Greenbergor  (1962),  Wriston  (1962), 
Jacobson  and  Kouchel  (1959).  A  iccent  example  where  the  emphasis  is 
moved  from  theory  to  the  use  of  empirical  data  appears  in  the  volume 
edited  by  Myers  (1967). 


companies  better  from  th«  waste  of  time  and  money. . .Just 
how  you  go  about  acquiring  EDP  equipment  clearly  plays  a 
major  role  in  the  success  you  can  expect  to  achieve,  (p.  89) 

A  similar  idea  was  emphasized  several  years  ago  in  a  study 

sponsored  by  the  Controllers  Institute  Research  Foundation  {Conway,  1959) 

If  experience,  both  successful  and  unsuccessful,  has  shown 
anything  in  the  last  five  years,  it  is  that  deciding  what 
and  how  and  where  and  when  and  even  why  to  do  something 
about  electronic  data  processing  are  complex  and  important 
questions  which  must  be  correctly  answered  if  the  end  result 
is  to  be  looked  back  upon  with  the  same  relish  as  it  was 
anticipated.  It  has  also  indicated  that  with  the  proper 
approach,  care,  and  skill  these  answers  can  be  obtained,  (p.  20) 

Although  it  is  the  first  crucial  step  in  the  change  toward 
automation,  little  has  been  published  on  what  is  involved  in  making  the 
decision  to  automate.  On  the  subject  of  computers,  the  majority  of  the 
publications  have  dealt  only  with  the  questions  of  equipment,  manage¬ 
ment  of  EDP,  quantitative  techniques  and  the  effects  on  the  formal 
structure  of  the  organization,  rather  than  the  decision  to  automate. 

3.  The  Small  Bank  Aspect 

Whenever  research  has  been  done  in  the  area  of  computers  and 
decision  making,  it  has  usually  been  confined  to  large  organizations. 
Until  recently  the  small  business  organization  did  not  receive  the 
appropriate  amount  of  attention  in  the  area  of  decision  making.  This 
has  been  true  in  spite  of  increasing  evidence  that  the  small  business 
cannot  afford  to  make  wrong  decisions  or  ignore  areas  o<  national 
trends  and  developments  (Sanders,  1966,  Ch.  1),  including  such  major 
changes  as  the  introduction  of  EDP  systems  into  the  business  world. 

Several  years  ago,  G.  Moller  (1964)  summarized  it  in  the 
following  way: 

Management  of  small  enterprises,  as  well  as  those  of  medium¬ 
sized  ones,  who  aim  not  only  at  survival  but  at  healthy 
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growth  and  development,  cannot  avoid  their  preoccupation 
with  automation  of  the  total  operation,  comprising  physical 
and  clerical  processes  and  particularly  management  decision- 
making  and  control.  1j  do  this  successfully,  a  complete 
re-orientation  of  management  thinking  will  have  to  take 
place  on  3  much,  much  larger  scale  than  is  perceivable, 
and  perhaps  even  conceivable,  today,  (p.  SO) 

ihe  situation  of  the  small  commercial  bank  with  deposits  of  under  $50 

million  fits  well  the  above  description,  liven  though  many  bankers 

don’t  admit  it  yet  the  question  facing  them  regarding  automation  is 

"Uhen  and  how  to  automate?"  rather  than  "Should  wo  uutomate?" 

B.  Purpose  of  the  Study  and  Basic  Assumptions 

The  purpose  of  this  study  is  to  exfimine  the  behavioral  aspects 
of  the  decision-making  process  in  relatively  small  organizations 
involved  in  dunging  to  1:DP  services.  The  particular  type  of  organi¬ 
zation  examined  is  the  si-all  commercial  bank  in  the  United  States. 

The  main  concern  is  to  construct  a  descriptive  model  that  will  enable 
the  reader  to  hetter  understand  the  process  and  dimensions  involved. 
JMs-uill  be  achieved  through^the  development  and  examination  of 
meaningful  propositions  relating  to  the  various  stages  of  the  decision 
process,  examination  of  the  behavioral  aspects  of  each  stage  in  the 
process,  and  identification  of  the  factors  and  persons  influencing  the 
decision  process. 

Once  the  descriptive  decision-process  model  is  suggested,  the 
principles  of  .1  behavioral  decision  theory,  as  presented  by  Cyert  and 
March  in  their  book,  A  Behavioral  Theory  of  the_  !■' i rm ,  arc  applied 
in  examining  tin  model,  Other  decision  theories  and  models  are 


referred  to  as  is  deemed  necessary.  As  the  study  progresses,  the 
writer's  research  and  observations  are  synthesized  in  a  series  of 


propositions,  or  findings,  relating  to  the  decision  process  involving 
the  decision  to  automate.  Many  of  these  propositions  are  advanced 
against  the  backdrop  of  assumptions  arising  fros  the  behavioral  theory 
of  the  fira.  These  propositions  will  be  cited  in  appropriate  piaces 
in  the  course  of  the  study. 

The  major  assumption  made  is  that  a  non -repet it ive  decision  such 
as  the  decision  to  automate  in  a  small  bank  is  a  result  of  a  process 
that  can  be  defined  and  examined  in  a  descriptive  model. 

The  main  hypotheses  tested  in  this  study  are: 

1.  The  process  of  the  decision  to  automate  is  initiated  by 
outside  agents,  such  as  computer  salesmen,  representatives 
of  larger  banks,  etc.,  rather  than  people  within  the 
organisation. 

2.  The  decision  to  automate  a  small  bank  is  triggered  by 
operational  pressures  rather  than  policy  planning. 

3.  The  process  initiated,  the  search  and  the  choosing  among 
alternatives  are  limited,  rather  than  exhaustive. 

4.  The  decision  on  automation  represents  a  coalition  solution 
effected  by  the  goal  conflicts  of  the  various  departments 
in  the  bank. 

5.  The  process  of  decision  making  is  guided  by  the  principle  of 
uncertainty  avoidance  and,  therefore,  innovative  features 

in  the  solution  selected  will  be  minimized. 

6.  In  the  process  of  the  decision  and  conversion  planning, 
attention  is  focused  on  technical  and  economical  aspects 
only.  Little  or  no  attention  is  given  to  socio-political 


aspects . 


7 


Hypotheses  3-S  arc  based  on  principles  of  the  behavioral 
theory  of  the  firm  by  Oyort  and  March  and  the  relationship  is  further 
reviewed  in  Chapter  II.  The  second  and  last  hypothesis  represents  an 
effort  to  add  new  dimensions  to  the  behavioral  approach  and  will  be 
discussed  further  in  Chapter  VII 1. 

C.  The  Design  of  the  Thesis'* 

In  Chapter  II  the  need  for  a  behavioral  theory  of  the  firm 
is  described,  and  the  principles  of  the  Cyert  and  March  theory,  as 
they  will  be  related  to  the  analysis  of  the  data,  arc  reviewed.  The 
second  part  of  the  chapter  reviews  the  literature  studying  the  decision 
to  automate  and  outlines  the  major  elements  involved. 

The  purpose  of  Chapter  111  is  to  familiarize  the  reader  with 
specific  characteristics  of  the  banking  industry  in  general  and  with 
smail  commercial  banks  in  particular.  The  chapter  concludes  by  reviewing 
the  rising  need  for  automation  in  the  banking  industry  and  leads  to  the 
discussion  of  the  decision  process  of  the  individual  bank  which  is  pre¬ 
sented  in  Chapter  V. 

Chapter  IV  includes  a  brief  description  of  the  methodology  used 
in  the  field  study.  The  chapter  reviews  the  methods  of  sample  selection 
and  data  collection. 

Chapter  IV  and  V  summarize  the  field  data  by  reviewing  the 
various  stages  the  banks  went  through  in  the  process  of  making  their 


The  format  used  in  the  thesis  follows  the  guidelines  set  by  the  APA 
Publication  Manual  (19b7  revised  edition)  and  the  procedures  se: 
forth  in  "Style  and  format  of  Graduate  Thesis,  Dissertations  and 
Abstracts."  (University  of  Pittsburgh,  1966) 


decisions.  Following  a  presentation  of  data  concerning  the  triggering 
cues,  three  phases  are  identified:  the  first  is  the  initial  search 
and  definition  of  the  question,  and  the  second  is  the  decision  peiiod 
itself  including  the  collection  and  evaluation  of  information.  In 
Chapter  VI,  the  third  phase  -  that  of  planning  and  executing  the  con¬ 
version  to  EOF  is  discussed,  followed  by  data  on  management’s  post- 
evaluation  of  the  change  to  EDP. 

Based  on  the  field  results  presented  in  the  two  previous 
chapters,  a  describable  decision  process  model  is  outlined  in  Chapter 
VII. 

The  purpose  of  Chapter  VIII  is  to  bring  together  the  behavioral 
concepts  outlined  in  Chapter  II,  with  the  results  of  the  field  study 
(Chapters  V  and  VI)  and  the  describable  model  developed  in  Chapter  VII. 
It  includes  a  summary  of  the  results  organized  according  to  the  major 
elements  considered.  In  the  final  section  of  the  chapter  the  concepts 
of  the  Cyert  and  March  theory  are  examined  in  light  of  the  field  results 
and  the  appropriate  conclusions  are  drawn. 

The  final  chapter  in  the  thesis  includes  a  discussion  of  the 
study's  implications  together  with  an  outline  for  future  research  and 
the  conclusions  of  the  study. 


II.  BEHAVIORAL  DECISION  THEORIES 


The  purpose  of  this  chapter  is  to  summarize  the  main  ideas 
in  the  relevant  literature  of  decision  making  and  change,  and  identify 
their  importance  in  the  decision  to  automate  in  an  organization.  The 
approach  taken  is  to  start  with  the  general  principles  of  decision 
theories  and  narrow  the  subject  down  to  the  specific  decision  to 
automate , 

The  first  section  discusses  the  development  toward  a  behavioral 
approach  to  decision  making,  and  the  choice  of  the  Cyert  and  March 
behavioral  theory  of  the  firm  as  a  framework  for  the  analysis.  The 
main  principles  of  the  Cyert  and  March  theory  are  reviewed  in  this 
section.  The  second  section  concentrates  on  the  decision  to  introduce 
change.  It  reviews  the  elements  involved  in  such  a  decision,  and  examines 
the  available  literature  on  the  specific  decision  to  introduce  automation 
dnito  the  organization. 

A.  The  Behavioral  Approach  to  Decision  Making 
1.  The  movement  toward  a  uniform  theory 

In  the  conventional  theory  of  the  firm,  there  was  no  attention 
given  to,  nor  interest  taken  in,  the  actua:  process  by  which  individual 
firms,  or  executives,  reach  their  decisions.  The  assumptions  of 
rationality  in  the  theory  were  reduced  to  two  propositions:  a)  Firms 
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seek  to  maximize  profits,  and  b)  Firms  operate  with  perfect  knowledge. 
(Cyert  $  March,  1963,  p.  8)  Up  to  the  last  10-1S  years,  whenever  the 
question  of  how  a  decision  is  made  came  up,  the  textbook  answer  would 
rely  heavily  on  a  "rational -comprehensive”  approach  where  the  decision 
maker  molds  all  his  behavior  into  an  integrated  pattern  by: 

a.  Viewing  the  behavior  alternatives  prior  to  the  decision 
in  a  panoramic  fashion. 

b.  Considering  the  whole  complex  of  consequences  that  would 
follow  each  choice. 

c.  Singling  out  one  from  the  whole  set  of  alternatives  with 
the  system  of  values  as  the  criterion.  (Simon,  1957  p.  80) 

In  the  last  two  decades  many  writers  of  organizational  theory  have 
questioned  the  practicality  of  the  above  approach  and  its  usefulness 
in  describing  real  decision  processes  in  organizations.  The  new  move¬ 
ment  rested  on  a  few  simple  propositions: 

a.  Individuals  do  not  attempt  to  maximize  utility  but  seek  to 
achieve  alternatives  that  are  "satisfactory."  A  satis¬ 
factory  alternative  is  one  that  satisfies  the  "level  of 
aspiration." 

b.  The  level  of  aspiration  changes  over  time,  going  up  when 
achievement  goes  up,  coming  down  when  achievement  comes 
down.  It  adjusts  upward  faster  than  downward. 

c.  If  the  individual  sees  an  alternative  that  is  satisfactory, 
he  will  not  search  very  vigorously  for  additional 
alternatives. 

This  approach  simplifies  the  whole  process  of  decision  making,  reducing 
it  to  the  principle  of  "marginal  satisfaction  of  the  decision",  and 
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applying  the  principle  of  limited  rationality  to  the  process.  This 

principle  is  also  known  as  that  of  bounded  rational ity : 

Behavior  is  rational  within  certain  limits... By  utilising 
the  principle  of  bounded  rati ona 1 1 t y  it  is  possible  to 
explain  why  the  perceivers.  alternatives  and  the  perceived 
consequences  of  each  of  these  alternatives  have  the  content 
they  do  rather  than  to  take  them  as  given... 

The  behavioral  theory  postulates  that,  because  of  the 
executives'  limited  capacity  and  the  exceedingly  complex 
world  he  faces  in  the  organization,  his  decision  making 
represents  a  somewhat  incomplete  process... 

He  has  a  subjective ,  simplified  view  of  the  decision  situation 
that  can  be  called  his  definition  of  the  situation.  The 
elements  that  make  it  up  are  the  results  of  the  psychological 
and  sociological  processes  involving  the  executive.  (Howard, 
19b3,  pp.  23-24) 

The  drawback  of  the  simplified  approach  to  decision  making  is 
that  it  gives  only  a  limited  understanding  of  how  and  why  a  decision 
is  made.  This  is  especially  true  in  complex  situations  for  which  we 
lack  adequate  knowledge  of  the  processes  that  are  involved  in  decision 
making.  It  became  necessary  to  define  certain  characteristics  of 
decisions,  and  based  on  those  characteristics ,  to  examine  the  process 
involved  in  making  the  decision.  A  set  of  five  general  factors  has 
been  formulated,  within  which  numerous  theories  and  approaches  were 
developed  dealing  with  the  steps  necessary  in  making  a  decision. 

(See  Appendix  A)  The  five  factors  arc: 

1.  The  set  of  possible  alternatives. 

2.  The  set  of  behavior  alternatives  actually  considered. 

3.  The  set  of  possible  outcomes. 

4.  The  decision  maker's  pay-off  function. 

5.  Information  about  the  correspondence  between  the  alterna¬ 
tive  course  of  action  and  the  possible  outcomes.  (Cohen 
5  Cyert,  19bS,  p.  324) 
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One  way  to  examine  a  decision  is  to  identify  the  above  factors 
in  the  decision  and  review  their  impact  on  the  process.  Another  way 
to  look  at  a  decision  is  to  exaaiine  the  approach  taken  by  the  decision 
maker  in  solving  the  problems  he  is  facing.  Several  approaches  are 
open  to  him.  They  include:  relying  on  previously  used  methods  and 
it  '-hniques  to  solve  the  problem;  copying  previously  used  solutions;  or, 
viewing  the  decision  as  a  new  one  requiring  a  systematic  approach, 
considering  the  problem  for  its  own  merits,  and  following  an  organised 
procedure  until  a  solution  is  discovered  and  accepted.^ 

Up  to  this  point,  little  has  been  said  about  what  influences 
the  decision  and  the  decision  maker  or,  using  Drucker’s  (1967)  words, 
"what  'makes1  the  decision."  In  the  most  simplified  way,  the  decision 
maker  wants  to  arrive  at  a  "good"  or  "correct"  decision.  This  should 
be  done  by  relying  on  two  parameters,  the  first  being  the  GOALS  he  tries 
to  accomplish  and  the  second  being  the  FACTS  supplied  in  the  informa¬ 
tion.  But  the  minute  we  introduce  normative  concepts  of  "good"  or 
"correct"  decisions,  we  have  to  consider  more  than  two  parameters, 
and  thus  we  move  from  the  concept  of  fact  to  the  concept  of  value  or, 
as  Simon  (19S7)  puts  it,  "the  decisions  have  an  ethical  as  well  as  a 
factual  content."  (p.  46) 

The  search  for  a  more  complete  understanding  of  the  process 
will  lead  to  the  introduction  of  two  more  influences,  in  addition  to 

goals : 

^For  further  discussion  see  Giuseppe  di  Roccaferrera  (1964,  p.  2-3) 
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1.  The  perception:;  involved 

2.  The  flow  and  network  of  communications  (Howard  1963a ,  Ch,  3) 
These  two,  when  combined  with  facts,  help  to  formulate  the  EXPECTATIONS 
which,  in  turn,  together  with  the  GOALS,  result  in  a  CHOICE  procedure 

in  response  to  a  problem.  In  Cycrt  and  March's  behavioral  decision 
theory,  the  three  variables  form  the  exhaustive  variable  categories 
which  are  one  of  the  major  organizing  devices  of  the  theory. 

2.  The  Cyert  and  March  Behavioral  Theory 

With  the  negligible  amount  of  empirical  data  available  on 
decision  making  in  small  organizations  and,  specifically,  on  the 
decision  to  automate,  it  was  found  necessary  to  rely  on  one  major 
behavioral  decision  theory  in  the  analysis  of  the  decision  to  use 
automation  in  small  banks.  The  Cyert  and  March  (1963)  theory  was 
chosen  for  two  reasons.  The  first  is  that  the  theory  is  one  of  the 
more  complete  ones  and,  at  the  same  time,  not  too  complicated  to 
become  impractical  for  use  in  field  research.  The  second  reason 
is^that  there  is  a  challenge  involved  in  applying  Tt_to  the  type  of 
study  presented  here.  It  was  initially  applied  to  large  complex 
organizations  (Ch.  1),  to  quantitative  types  of  decisions,  and  to 
repetitious  decisions.  At  the  same  time  the  authors  mention  a  wide 
range  of  other  cases  where  the  theory  might  apply  pending  further 
examination.  The  principles  of  the  theory,  which  was  developed  ori¬ 
ginally  as  a  descriptive  one,  but  carried  within  it  also  normative 
suggestions  will  have  to  be  modified  to  fit  non-repetitive  decisions 
and  small  organizations  where  many  of  the  variables  cannot  be  quantified. 
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In  order  to  integrate  the  principles  of  the  theory  into  the 
decision  model  described  in  Chapter  VII,  the  two  major  organizing  devices 
of  the  theory  are  summarized  below.  Each  one  will  be  examined  in  Chapter 
VIII  in  regard  to  its  application  to  the  decision  process  model  outline 
in  Chapter  VII . 

2 

1.  The  Exhaustive  Variable  Categories 

a.  Two  sets  of  variables  affecting  the  goals  of  an  organisation. 

1.  The  set  that  influences  the  dimensions  of  the  goals 
(what  things  are  viewed  as  important).  This  depends 
on  the  composition  of  the  organizational  coalition, 

the  organizational  division  of  labor  in  decision  making, 
and  the  definition  of  problems  facing  the  organization. 

2.  The  set  influencing  the  aspiration  level  of  any  partic¬ 

ular  goal  dimensions.  This  depends  on  the  organiza¬ 
tion's  past  performance  of  other  "comparable" 
organizations.  _ .  _ 

_ Ja.  Two  sets  of  variables  affecting  the  organizational  expectations. 

1.  The  set  influencing  the  process  of  drawing  inferences. 

2.  The  set  influencing  the  process  by  which  information  is 
made  available  to  the  organization,  particularly  those 
affecting  research  activity  within  the  firm. 

c.  Two  sets  of  variables  affecting  organizational  choice. 

1.  The  set  influencing  the  standard  decision  rules.  This 
depends  on  the  past  experience  of  the  organization  and 
the  past  record  of  organizational  slack. 

2 

For  further  detail  see  Cyert  and  March,  1963,  p.  115-116. 
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2.  The  set  influencing  the  order  in  which  alternatives 
are  considered.  This  depends  on  the  part  of  the 
organization  in  which  the  decision  is  being  made 
and  past  experience  in  considering  alternatives. 

2.  The  Major  Relational  Concepts'* 

a.  Quasi-rcsolution  of  conflict  which  emphasizes: 

1.  Goals  are  independent  constraints  imposed  on  the  organi¬ 
zation  by  the  members  of  the  organizational  coalition. 

2.  Local  rationality  dealing  only  with  a  limited  set  of 
problems  and  a  limited  set  of  goals. 

3.  Acceptable- level  decision  rules,  which  require  local 

opt  imitation  by  a  series  of  independent  decision  centers. 

4.  Sequential  attention  to  goals,  which  helps  to  resolve 
conflict  among  goals,  in  part,  by  attending  to  different 
goals  at  different  times. 

b.  Uncertainty  avoidance  which  emphasizes: 

A.  Feedback -react  decision  procedures,  which  assume  each 
problem  is  solved  only  as  it  arises. 

2.  Negotiated  environment  among  firms  aimed  at  eliminating 
uncertainty. 

c.  Problemistic  search,  which  assumes  three  things: 

1  The  search  is  motivated  and  is  problem-oriented. 

2.  The  search  is  simple-minded  in  the  sense  that  it 
reflects  simple  concepts  of  causality. 

3For  further  detail  see  Cyert  and  March,  1963,  p.  116-125, 


3.  The  scar.'h  is  biased  and  reflects:  special  training 
or  experience,  interaction  of  hopes  and  expectations, 
and  communication  biases  reflecting  unresolved  con¬ 
flict  within  the  organization, 
d.  Organizational  learning,  which  emphasizes: 

1.  Adaptation  of  goals  as  the  function  of:  Previous 
goals,  organizational  experience  with  respect  to 
the  previous  goals,  and  experience  of  comparable 
organizations  with  respect  to  the  goal  dimension 
in  the  past. 

2.  Adaptation  of  attention  rules  by  learning  to  scrutinize 
some  criteria  and  ignore  others  and  by  learning  to 
devote  attention  to  some  parts  of  their  comparative 
environment  and  neglect  other  parts. 

3.  Adaptation  of  search  rules  based  on  learning  experience 
and  c-anging  environment. 


B.  The  Decision  to  Change 
1.  The  elements  involved 

This  study  is  concerned  with  one  type  of  decision  only  -  the 
decision  to  introduce  change  in  the  small  bank  through  the  introduction 
of  automation.  Using  Simon’s  (1965,  p.  62)  classification  of  decisions, 
this  decision  can  be  viewed  as  a  one-shot,  ill-structured,  policy 
decision.  But  it  involves  more  than  that.  The  introduction  of  the 
computer  is  a  major  change  in  any  organization  and  should  be  viewed 


as  such. 
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Wien  Managers  speak  about  change,  they  usually  refer  to  it  as  a 
decision  to  improve,  and  as  Leo  Moore  (1958)  stated:  "Managers  flatly 
state  that  they  are  'for*  improvement.  They  go  on  tc  show  why  by 
enumerating  such  reasons  as  competition,  growth,  progress,  survival 
and  such  personal  considerations  as  advancement,  development  and 
prestige."  (p.  7S)  Moore  continues  by  stating  three  main  require¬ 
ments  for  implementing  change  or  improvement. 

1.  All  managers  must  first  be  concerned  with  developing  and 
maintaining  a  philosophy  of  improvement  centering  around 
the  problem  of  attitude  in  managers  and  their  people. 

2.  Every  manager  must  then  use  a  procedure  designed  to 
implement  the  improvement  attitude  and  philosophy  in 
everyday  practice. 

3.  The  final  step  in  the  process  is  the  establishment  of  an 
improvement  program,  which  should  be  designed  around 
communication  and  motivation  and  be  aimed  at  the  accom- 

— plishment  of  agreed-on  objectives,  (p.  80) 

Following  this  approach  it  is  necessary  to  bring  together  the 
economic  and  social  elements  when  a  behavioral  model  is  examined.  In 
the  present  study,  three  groups  of  elements  influencing  the  decision 
maker  are  examined  and  their  impact  on  the  decison  process  is  evaluated 
in  Chapter  VIII: 

The  Technological  Elements 
The  Economic  Elements 
The  Organizational  Elements 


The  persons  responsible  for  the  decision  to  automate  in  a 
small  hank  arc  assumed  to  have  very  little  or  no  technological 
knowledge  with  respect  to  automation.  They  have  to  rely  almost 
totally  on  the  information  supplied  by  the  seller  of  the  equipment 
or  the  service,  and  must  depend  on  the  tatter  to  explsin  to  them 
the  technical  aspects  involved.  Therefore,  until  they  learn  more, 
they  take  for  granted  the  technical  information  furnished  to  them. 

The  economic  element  usually  receives  the  most  attention  from 
the  decision  makers.  Until  recently  it  also  used  to  be  one  of  the 
more  important  "sales  pitches"  of  the  computer  salesmen.  This  became 
evident  when  we  interviewed  bankers  who  made  their  decisions  to 
automate  3-3  years  ago.  Since  then,  many  computer  salesmen  have 
shifted  much  of  their  sales  efforts  from  the  argument  that  cost -saving 
is  the  primary  advantage  of  automation  to  that  of  it  being  only  one  of 
several  benefits.  To  the  small  banker,  the  iianediate  cost  involved 

is  still  an  important  issue  and  he  wants  to  know  how  much  it  will  cost 

^him  in  start-up  cost  and,  afterwards,  in  operational  costs.  The  economic 
cost  involved  in  the  automation  of  the  bank  can  vary  significantly, 
depenuing  on  the  type  of  automation  achieved  and  its  role  in  the  bank; 
but  when  a  bank  considers  automation,  the  decision  cannot  be  based  only 
on  dollars  and  cents  figures. 

The  organizational  elements  can  be  broken  down  into  two  major  groups 
social  and  political.  The  bank  is  a  social  system  where  the  employees 

spend  a  considerable  part  of  their  day  and,  the  job  provides  them  with  a 

degree  of  security  within  the  system.  An  important  change,  such  as  the 
introduction  of  automation,  might  therefore  have  considerable  effect  on 
their  morale,  dedication  to  their  work  and  the  orginiiation  and,  in  turn, 
their  efficiency  on  the  job. 
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Every  organization  is  also  a  political  system  where  the  power  is 
distributed  among  members  according  to  their  level  in  the  organization, 
location  in  the  structure,  status,  leadership  qualities,  and  their 
relationship  with  others  in  the  organization.  A  small  bank  might  not 
have  the  formalities  of  a  large  organization,  but  the  power  structure 
exists  none  the  less.  The  introduction  of  computers  requires  new 
types  of  knowledge,  changes  in  the  communication  patterns  and,  often, 
re-allocation  of  the  power  structure. 

2.  Studying  the  Decision  to  Automate 

Several  years  ago,  Mann  and  Williams  (1960)  observed  that  the 
changeover  to  electronic  data  processing  is  different  from  other  types 
of  change  such  as  model  conversion  in  an  automobile  plant,  turn-around 
in  an  oil  refinery,  or  the  starting  up  of  a  new  plant.  There  can  be 
no  stock-piling  before  suspending  operations;  there  is  little  or  no 
opportunity  to  make  trial  runs  of  new  systems  without  the  continual 
maintenance  of  the  older  system,  (p.  221)  Therefore,  they  suggest 
that  it  might  be  useful  to  identify  seven  different  phases  in  the 
sequence  of  a  change-over  to  EDP;  1)  relative  stability  and  equilib¬ 
rium  before  the  change,  2)  preliminary  planning,  3)  detailed  preparation, 
4)  installation  and  testing,  5)  conversion,  6)  stabilization  ana 

7)  new  equilibrium  after  the  change,  (p.  221-222) 

1'or  each  of  the  above  phases,  the  decision  maker  has  to  be 
prepared  to  face  the  social,  economic  and  technical  problems  involved; 
otherwise,  he  faces  the  same  danger  pointed  out  almost  a  decade  ago. 
"Where,  as  has  frequently  happened,  the  resulting  work  organization 
has  failed  to  satisfy  the  social  and  psychological  needs  of  its 
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members,  their  attitudes  or  task  performance  have  inhibited  he  full 
realization  of  technological  potential  and  lowered  ’  r  'activity." 

(Rice,  1958,  p.  4) 

On  the  specific  subject  of  the  decision  to  au  te,  at 
least  two  direct  studies  have  been  made.  The  first  was  directed 
by  F.rnest  Dale  (1964)  in  the  early  sixties.  The  study  covered  32  com¬ 
panies,  three  of  which  were  banks.  All  of  them  were  chosen  because  of 
their  leadership  ir  size,  profits,  progressive  attitude  and  the  author's 
familiarity  with  their1 industries .  Ills  main  hypothesis  was  ,  at,  due 
to  the  large  investment  involved,  the  consideration  of  comp1  ter  use  may 
be  treated  as  a  possible  area  of  systematic  decision  making.  The  study 
emphasizes  the  reasons  for  going  on  computers  and  the  outcomes  of  the 
conversion,  and  concludes  that  "the  process  of  deciding  on  the  invest¬ 
ment  in  a  computer  is  becoming  highly  rational  from  both  an  economic 
and  a  technical  point  of  view,  at  least  when  compared  to  many  othev 
business  decisions."  (Dale,  1964,  p.  14)  Several  limitations  of  Dale's 
study  reduce  its  usefulness  for  comparison  to  the  present  study.  In  the 
first  place  Dale's  study  concentrates  only  on  large  firms  which  utilize 
system  groups  within  the  organization  to  investigate  and  promote  the  com¬ 
puter.  The  situation  varies  significantly  in  the  small  bank  which  lacks 
this  type  of  group.  The  study  also  pays  little  attention  to  the  specific 
process  of  making  the  decision,  and  to  the  forces  and  factors  active  in 
the  decision  process. 

A  second  study  aimed  directly  at  the  decision  to  automate  was 
sponsored  by  tha  United  States  Department  of  Labor -Management  Adminis¬ 
tration  (1966)  and  was  conducted  by  a  team  of  researchers  in  the 


Stanford  Research  Institute,  California,  during  late  1963  and  early 
1964.  This  study  covered  seven  companies,  two  of  them  large  hanks, 
and  had  two  major  objectives; 

1.  To  determine  what  factors  influenced  managerial  decisions 
to  automate  in  selected  cases;  and 

2.  To  compare  the  expectations  and  effects  of  automation  in 
the  selected  cases,  particularly  as  they  affect  the  work 
force,  (p.  1) 

As  in  the  previous  study  mentioned,  the  subjects  studied  were  large  com¬ 
panies,  and  the  results  have  only  a  limited  application  for  small  companies. 

Both  studies  emphasize  the  economic  and  technological  issues,  and 
little  or  no  attention  was  given  to  the  social  and  political -issues 
involved.  The  research  methods  in  both  studies  consisted  of  interviews  and 
examinations  of  written  records,  which  were  supplemented  in  the  second 
study  by  written  questionnaires. 

In  two  recently  published  studies  the  issue  of  the  decision  to 
automate  received  special  coverage.  The  first  one  by  Mohammed  Hamid 
— was  mainlyconcerned  with  price  and  output~decisions  in  the  computer  in¬ 
dustry,  but  did  devote  one  chapter  to  the  buyer's  deci sion-making  process 
(Hamid,  1966,  Ch.  V).  Based  on  information  from  sources  in  or  close  to 
the  computer  manufacturers  industry,  he  identifies  two  major  motives  of 
a  potential  customer  for  getting  interested  in  F.DP.  The  first  is  the 
cost  feasibility  and  the  second  is  summarized  under  intangible  motives 
such  as:  ease  and  speed  of  information  gathering,  R  5  D,  prestige,  etc. 

The  decision  concerns  itself  with  only  two  major  questions: 

1.  Shall  the  computer  be  purchased  or  rented? 

2.  What  is  the  appropriate  computer  model  in  view  of  the 
buyer's  general  need?  (p  87) 
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Likewi.se  the  selection  mechanism  is  narrowed  down  to  two 
instruments  only.  Hie  first  is  to  hire  a  consulting  fine  to  make  a 
study  and  recommend  a  course  of  action,  and  the  second  is  to  set  up 
the  buyer's  own  group  of  experts  selected  from  members  of  the  fine 
who  have  the  knowledge  and  skill  to  sake  a  computer  evaluation, 
finally,  the  chapter  concludes  with  the  following  proposition: 

(a)  The  "Price-Performance"  criterion  provides  the  primary 
guide  for  the  buyer's  decision:  sales  promotion  efforts  of 
the  seller  and  his  prestige  influence  the  buyer's  choice; 

(b)  the  bidding-by-aanufacturers  procedure  aids  the  buyer 
in  making  his  decision,  but  does  not  necessarily  produce  an 
optional  solution,  (p.  99*100) 

While  this  study's  main  interest  lies  mainly  in  the  economic 
aspects  of  the  buyer's  decision  and  its  effect  on  price  and  quantity, 
it  is  felt  that  by  neglecting  almost  all  aspects  of  the  process  except 
the  economic  ones,  the  process  becomes  over-simplified.  As  a  result, 
even  though  the  author  suggests  a  decision-making  model  of  an  organi¬ 
zation  in  the  process  of  purchasing  a  computer  system,  the  model 
does  not  contain  enough  elements  to  be  representative  of  the  process 
involved  in  actual  decisions. 

The  second  study  by  Boris  Yavitz  deals  specifically  with  the 
impact  of  automation  in  commercial  banking.  The  study  is  defined 
as  a  case  study  and  conceptual  analysis  and  devotes  one  chapter  to  the 
individual  banks' decision  to  automate  (Yavitz,  1967,  Ch.  3).  As  in 
the  previously  mentioned  study,  primary  attention  is  given  to  the 
formal  feasibility  study  and  the  economic  and  tech'iioai  elements  of  the 
decision  to  automate.  Only  once  are  the  management  aspect  and  management 
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role  in  the  process  mentioned.  The  focus  is  on  the  question,  "On 

what  basis  was  the  final  decision  made?"  rather  than,  "How  was  it 

Blade  and  what  influenced  the  process?" 

Several  other  studies  which  were  directed  toward  the  inpact 

of  computers  in  general  had  some  observations  about  the  initial 

decision  to  acquire  automation;  but  for  the  most  part,  the  decision 

process  was  only'  of  minor  interest  and  the  findings  dealt  mainly  with 

4 

economic-technological  effects. 


4 

The  reader  interested  in  such  studies  might  refer  to  the  following 
boohs:  Conway,  Gibbons,  &  Watts,  1960;  Rico,  1967,  Sanders,  1966; 
and  Gallagher,  1961. 
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III.  THE  SMALL  COMMERCE \L  BANK 


The  main  purpose  of  this  chapter  is  to  supply  the  reader 
with  a  better  understanding  of  the  industry  being  studied.  The 
chapter  consists  of  two  major  parts.  The  first  outlines  the  economic 
and  organ! rational  characteristics  of  the  industry  as  a  whole  and 
specifically  the  individual  bank.  The  second  part  explains  the  needs 
for  automation  in  the  banking  industry,  and  the  state  of  automation 
development  in  banking.  While  the  first  part  mainly  consists  of 
background  information,  the  second  part  leads  directly  to  the  dis¬ 
cussion  of  the  decision  to  automate  in  the  individual  bank  presented 
in  Chapter  V. 


A.  The  Banking  Industry 

The  main  focus  of  “this  study^Ts^n  the  bank  as  a  business 
enterprise  rather  than  as  a  creator  of  money  or  a  tool  of  monetary 
policy.  In  order  to  give  a  better  understanding  of  the  impact  and 
importance  of  EDP  for  the  industry  and  the  commercial  bank,  this 
chapter  will  review  five  areas. 

1.  The  services  offered  by  the  commercial  bank. 

2.  Developments  in  the  banking  industry. 

3.  Structure  of  the  industry. 

4.  Organization  and  characteristics  of  the  small  bank. 

5.  The  bank's  financial  structure. 
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TABLL  3.1 

POSSIBLE  SERVICES  OFFERED  BY  THE  COAWFRCIAL  BANK 


*  *  Traditional  Banking  Services 


1. 

Demand  Deposits 

a. 

Regular  Accounts 

b. 

Economy  Accounts 

c. 

Commercial  Accounts 

2. 

Time  Deposits 

a. 

Saving  Accounts 

b. 

Time  Certificates 

c . 

Various  saving  programs 
(Christmas  Club,  etc.) 

3. 

Loans 

a . 

Commercial 

b. 

Installment  and  personal 

c. 

Mortgages 

d. 

Revolving  Credit 

e . 

Others 

4. 

Investments 

5. 

Trust  Accounts 

6. 

Safekeeping 

7. 

Transfer  and  Correspondent  Services 

a. 

Domestic 

b.  International 


Hr-  either  Services 

A.  Credit  Cards* 

9.  Accounts  Payable  and  Receivable 

10.  Billing  and  Collection  Services* 

11.  Payroll  Processing* 

J2.  Accounts  Reconcilement* 

13.  Scheduling* 

14.  Travel  Services 

15.  Insurance  Services 

16.  Others 


Those  services  are,  for  the  most  part,  a  function  of  the  availability  of  EDP 


1.  Banking  Services 

The  banking  industry  is  presently  a  service  industry  whose 
services  can  be  divided  into  financial  and  non-financial  ones.  In 
the  past,  the  financial  services  were  emphasized,  and  the  major 
principle  guiding  traditional  banking  was  that  the  individual  bank 
should  get  outside  funds  and  put  them  to  work  safely  and  profitably. 
The  in-stream  of  funds  was,  for  the  most  part,  in  the  fora  of  de¬ 
posits  while  the  out-stream  was  in  form  of  investments  and  loans. 

Table  3.1  outlines  the  traditional  banking  services,  and  also  lists 
some  of  the  other  services  offered  nowadays  by  commercial  banks. 

Many  of  the  new  services  are  a  direct  result  of  increased  competition 
between  banks  and  other  financial  institutions,  as  well  as  the  avail¬ 
ability  of  new  tools  such  as  EOF. 

Although  same  variation  from  one  bank  to  another  exists  in 
the  number  and  depth  of  services  provided,  the  banks,  through  the 
services  they  provide,  have  a  major  economic  function  in  the  community 
where  they  operate.  The  bank  has  a  significant  role  in  providing  the 
mechanism  for  members  of  the  community  to  execute  their  business  and 
monetary  needs.  At  the  same  time  most  banks  are  also  active  in  the 
further  developing  of  the  business  structure  and  the  community. 

2.  Developments  in  the  Banking  Industry 

a.  Numbers  and  Outside  Competition.  At  the  end  of  1966, 
there  were  14,291  banks  in  the  United  States  (F.D.I.C.,  1967,  p.4). 

The  large  majority  of  them  (13,784)  are  commercial  banks,  which  by 
law  are  allowed  to  offer  all  available  types  of  banking  services. 
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They  are  often  referred  to  as  the  "Tull  Service  Bank."  The  remain¬ 
ing  507  institutions  are  Mutual  savings  banks  which  arc  restricted  to 


providing  saving  applications  and  services  related  to  saving,  such  as 
life  insurance,  safe  deposits,  etc. 

The  financial  system  in  the  United  States,  of  which  the 
commercial  banks  are  a  major  segment,  changes  constantly  with  the 
appearance  of  new  financial  institutions  and  the  change  of  char¬ 
acter  of  existing  institutions,  in  addition  to  competition  from 
mutual  savings  banks,  the  commercial  bank  faces  stiff  competition 
from  a  variety  of  financial  institutions  including:  Credit  Unions, 
Savings  and  Loan  Associations,  Personal  Finance  Companies,  Sales 
Finance  Companies,  Industrial  Loan  Companies,  Money  Order  Companies 
and  others.  Industry  people  are  often  warned  that  unless  they 
adapt  to  change  quickly  and  adequately,  they  will  inevitably  lose 
their  share  of  the  total  market.  To  some  extent  it  has  already 
happened  to  commercial  banks  as  indicated  by  Professor  Robinson: 

At^the  opening  of  the  twentieth  century  com¬ 
mercial  banks  were,  by  a  very  wide  margin,  the 
leading  financial  institutions  in  the  United  States. 

Whether  measured  by  size  or  by  the  qualitative  im¬ 
portance  of  the  financial  services  they  rendered, 
they  were  considerably  more  important  than  all 
other  types  of  financial  institutions  combined. 

Since  that  time,  commercial  banks  have  grown,  but 
they  have  not  grown  as  rapidly  as  other  financial 
institutions.  Commercial  banks  have  lost  somewhat 
in  the  competitive  race.  A  number  of  other  types 
of  financial  institutions  are  now  enjoying  a  con¬ 
siderably  more  rapid  rate  of  growth.  (Robinson, 

1962,  pp,  21-22) 

b.  Changing  Trends.  An  important  reason  for  the  increase 


in  the  supply  of  financial-banking  services  has  been  the  drastic 
change  in  the  demand  for  banking  services.  From  an  institute  for  the 
rich  members  of  the  community  and  business  world,  the  bank  has  changed 
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to  an  institute  catering  to  all  segacnts  of  society,  This  is  especially 
true  of  the  small  hank,  which  found  it  difficult  to  compete  effectively 
with  the  large  banks  for  the  big  business  accounts  and  thus  had  to  con¬ 
centrate  on  the  smaller  accounts.  At  the  sane  time  some  researchers 
observe  an  increase  in  the  sophistication  of  both  individuals  and 
corporate  managers  which  puts  pressure  on  the  banking  industry  to 
increase  and  improve  services.  (Yavitz,  1987,  p.  6} 

Stiffer  competition  and  the  increase  in  demand  for  banking 
services  resulted  in  s  sharp  increase  of  the  number  of  commercial 
banking  offices  as  can  be  seen  in  Table  3.2.  At  the  same  time 
the  number  of  commercial  banks  in  the  United  States  has  declined 
sharply  from  its  acme  in  the  early  1920’s.  The  decline  in  the 
number  of  banks  before  the  mid-1930's  was  largely  due  to  business 
failures  which  resulted  in  the  banks'  closing.  Since  World  War  11, 

TABLE  3.2 

PEOPLE  AND  BANKING  OFFICES*  19SS  -  196S 


TfORSOE - 

OF 

YEAR 

BANKING 

OFFICES 

POPULATION 
(in  1000) 

PEOPLE  PER 

BANK  OFFICE 

1965 

29,736 

193,795 

6, SI? 

I960 

24,103 

179,992 

7,468 

1955 

20,816 

165,068 

. 

7,929 

PERCENTAGE 
OF  CHANGE 


19S5-196S 

♦42,83 

♦17.40 

-17.81 

1960-1965 

♦23.37 

♦  7.66 

-12.74 

Source:  NASSB,  1967,  pp.  137-139 
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the  decline  in  the  number  of  banks  has  been  relatively  '-I  >w,  with 
the  number  of  commercial  banks  decreasing  from  14,183  in  1948  to 
13,784  in  1966.  The  decrease  in  the  last  several  years  was  due 
mainly  to  mergers*  While  the  nuicbcr  ©f  banks  decreased  slightly, 
there  was  an  enormous  increase  in  the  number  of  branch.'.-  j|h iiu 
Since  World  War  11  (see  figure  3.1).  In  1966  atone,  1,159  new 
branches  opened  their  doors  to  the  public  while  the  totcl  number 
of  banks  decreased  by  33.  This  trend  of  opening  ntMit lonnl  branches, 
at  a  yearly  rate  of  10.1  percent  since  1961,  parallel  the 
move  into  the  suburbs  and  the  increase  in  services  of  banks.  Yet, 
the  biggest  change  in  banking  was  not  the  change  in  the  absolute  num¬ 
ber  but  the  shift  in  the  nature  of  operations. 

Traditionally,  commercial  banks  concentrated  on  demand  deposits 
as  the  main  source  of  funds,  and  prior  to  the  1960's,  non-bank  insti¬ 
tutions  generally  enjoyed  a  distinct  advantage  over  comm*  rcial 
banks  in  their  ability  to  attract  savings,  by  being  permitted 

to  pay  higher  interest  rates. _ In  1955,  this  trend  started  to — 

change  and  commercial  banks  put  increasing  efforts  in  attracting 
time  and  savings  deposits.  Today  these  deposits  are  almost 
equal  in  size  to  the  demand  deposits  (sec  Table  3.3i.  in'  trend 
was  a  result  of  both  the  increased  competition  and  the  increased 
sophistication  of  depositors  who  tried  to  get  a  higher  vturn 
for  their  money.  As  a  result,  banks  which  now  liad  ‘  c.  ;m  .  intcii.t 
on  a  large  portion  of  their  funds  felt  increasing  pressures  on 
their  earnings  ratio  and  were  motivated  to  find  more  efficient 
and  profitable  uses  for  the  funds  (sec  section  A5) 
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3.  Structure  of  the  Commercial  Banking  Industry 

a.  Type  of  Charter  and  Supervision.  Banks  must  get  a 
charter  in  order  to  operate,  ur.d  they  ran  choose  one  of  two  types. 
Since  the  passing  of  the  National  Banking  Act  in  1894,  they  can 
1)  seek  a  national  charter,  or  2)  apply  for  a  charter  from  the 
state  in  which  the  head  office  is  to  be  located.  (A.I.B.,  1966, 
p.  303) 


Close  to  65  percent  of  the  commercial  banks  in  the  United 
States  arc  state  banks.  The  size  of  an  average  state  bank  is  less  than 
half  the  size  of  a  national  bank.  As  a  result,  the  state  banks 
own  only  42  percent  of  the  total  commercial  bank  assets  (Table  3.4). 

At  the  present  time. 

The  essential  difference  between  National  and 
State  banks  is  that  State  ban's  have  retained  a 
choice,  an  option,  in  accepting  federal  regulation. 

This  choice  is  a  State  bank's  desire  to  join  the 
Federal  Reserve  System  or  to  operate  with  Federal 
Deposit  Insurance.  Some  Stats  banks  have  elected 
to  become  Federal  Reserve  member  banks;  others  have 
not,  but  have  elected  to  operate  with  insurance; 
and  a  few  State  banks  have  elected  to  operate  with¬ 
out  insurance.  However,  all  State  banks — regardless 
of  what  form  of  federal  regulation  they  have  ac- 
cepted--are  required  to  be  chartered  and  regulated 
by  their  respective  state  authorities.  (NASSB,  1965, 

P-  5) 

The  above  statement  presents  a  simplified  view  of  the  actual 
complex  pattern  of  bank  supervision  which  is  described  in  the 
following  paragraph: 

National  banks  are  subject  to  the  rulings  of  the 
Comptroller  of  the  Currency,  the  Federal  Reserve,  and 
the  F.D.I.C.,  and  in  certain  matters  such  as  branching, 
they  are  subject  to  the  appropriate  state  laws.  State- 
chartered  member  banks  come  under  the  jur.sdiction  of 
the  Federal  Reserve,  the  F.D.I.C.  and  one  of  the  50 
state  banking  commissioners;  insured  non-members  are 


TABLE  3.4 

NUMBER  ^F  BANKS.  ASSETS,  CLASSIFIED  BY  TYPE  OF  BANK 


I 


4> 


o*  ^  a> 
*  C  M 

'i  ~ 

<N 

O 

o 

ro 

04 

^  CO 

%  £  a 0 

.P  A 

28 

r- 

*  ■  t 

CO 

r-( 

cr» 

00 

t-4 

! 

i 


NASSB,  1967,  p.3 


34 


regulated  by  the  F.D.I.C.  and  the  states;  the  few  hun- 
. ■  non- insured  banks  are  subject  only  to  state  regu- 
atioi,s.  Finally,  the  United  States  Justice  Department 
is  concerned  with  the  merger  of  any  banks  which  raises 
questions  of  monopoly  under  the  anti-trust  acts,  and 
the  Securities  and  Exchange  Commission  has  jurisdiction 
over  certain  investment  practices.  (A1B,  1966,  pp.  323- 
324) 

Over  the  last  11  years,  state  banks  had  considerable  less  growth  in 
their  assets  and  deposits  compared  to  the  rate  of  growth  of  all  com¬ 
mercial  banks  (see  Table  3.S).  This  had  an  effect  on  the  relative 
size  of  the  banks  anc  will  be  discussed  in  more  detail  below. 

b.  Size  of  Commercial  Banks.  An  accepted  measurement 
of  the  size  of  banks  is  the  deposit  size.  Although  there  are 
as  many  as  13,784  com/ ercial  banks  in  the  United  States,  9,658 
of  them  account  for  ;  \ss  than  12  percent  of  the  total  assets  and 
deposits  (Table  3.6}.  These  are  the  banks  with  total  deposits 
of  less  than  $10  million.  The  top  722  banks  in  the  country  ac¬ 
count  for  71.4  percent  of  total  assets  and  70.3  percent  of  the 
deposits.  The  present  study  concentrates  on  the  middle  size 
group  of  close  to  3,000  banks  between  the  sizes  of  $10-50  million 
and  in  section  A. 4  the  general  characteristics  of  these  banks  are 
discussed. 

As  one  might  expect,  the  innovation  in  the  EDP  area  started 
among  the  larger  banks  which  had  begun  to  experiment  with  auto¬ 
matic  data  processing  in  the  early  19S0’s,  and  today  all  the  banks 
with  deposits  of  over  $500 million  and  over  95  percent  of  the  banks 
with  deposits  over  $100  million  use  some  type  of  EDP  services. 

(see  Table  3.12)  Smaller  banks  were  slower  in  adapting  computer 
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services  and,  for  the  majority  of  them,  the  transfer  from  conven- 
tionai  equipment  to  EDP  still  lies  ahead,  While  the  smaller  banks 
(under  $10  million)  can,  in  many  cases,  afford  to  postpone  their 
decision  to  automate  for  the  time  being  or  simplify  it  considerably 
by  limiting  it  to  demand  deposit  only,  the  banks  between  $10-50  million 
arc  feeling  the  pressure  of  paper  work.  It  is  expected  that  over 
the  next  five  years  45  percent  of  them  will  switch  to  automation 
of  one  type  or  another. 

c.  Unit  Versus  Branch  Banking,  Only  a  few  years  ago  it 
would  have  been  common  to  read  in  a  text  book  dealing  with  banks 
the  following  statement: 

The  business  of  banking  in  the  United  States  is 
conducted  to  a  considerable  extent  by  unit  banks,  that 
is,  by  banks  the  physical  location  of  which  is  limited 
to  one-  site.  Branch  banking  is  practiced  in  a  certain 
number  of  states  and  urban  areas,  but  nevertheless, 
unit  banking  is  the  most  common  form  of  bank  organization 
in  our  system.  (Robinson,  1962,  p.  8) 

While  the  majority  of  banks  in  the  United  States  (75.87  percent) 

— are  still  unit  banks  without  branches,  the  trend  is  changing  rap¬ 
idly  as  can  be  seen  in  Table  3.7.  The  percentage  of  banks  operating 
branches  increased  from  only  8.25  percent  in  1945  to  24.13  percent 
in  196S  and  continues  to  grow.  This  becomes  even  more  significant 
if  we  remember  that  only  16  states  permit  state-wide  branch  banking, 
and  17  additional  states  permit  a  limited  branch  banking,  while  17 
other  states,  including  most  of  the  midwest,  permit  only  unit  banking. 
Another  limit  on  branch  banking  is  the  long  procedure  required  for 
getting  permission  to  open  new  branches  from  the  national  and  state 
supervisory  authorities. 


TABLE  3.7 
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Still  it  is  evident  that  the  master  of  banks  with  tranches 
is  increasing,  which  in  turn  has  a  direct  effect  on  operations  and 
the  use  of  ED.  .  A  latter  part  (section  A. 5)  will  emphasise 
the  pressure  on  bank  managers  to  utilize  the  funds  they  have  in 
an  optimistic  way,  which  in  turn  pushes  the*  to  centralization 
of  operation  and  fund  handling  where  the  computer  becomes  most 
helpful. 

d.  Location  of  Bank.  As  one  would  expect,  most  of  the 
larger  banks  are  located  in  or  around  the  big  cities.  Of  the 
small  banks  under  $10  million  the  great  majority  are  in  states 
permitting  only  unit  banking  or  limited  branches,  and,  for  the 
most  part,  are  located  in  small  towns  or  villages.  The  banks 
between  $10*50  million  are  located  mainly  in  small  towns  or  sub* 
urbs  of  large  cities,  although  a  considerable  number  in  this  size 
group  can  be  found  also  in  larger  cities,  particularly  on  the 
Nest  Coast.  The  distribution  of  the  banks  included  in  this  study 
is  given  in  table  3.8. 

There  are  four  main  influences  resulting  from  the  location 
of  the  bank. 

1.  Influence  of  seasonal  fluctuations,  which  can  effect 
the  demand  for  loans,  size  of  deposits,  amount  of 
paper  work,  utilization  of  manpower  and  equipment. 

2.  Influence  of  business  cycles  which  is  felt  specifically 
in  areas  where  the  economy  depends  on  a  limited  numbe; 
of  industries  and  employers. 
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TABU  3-8 


LOCATION  OF  BANKS  INCLUDED  IN  STUDY 
BY  AREA  AND  TYPE  OF  CQM4UNITY 


' 

Area  Loca 

tion 

Type  of  Community* 

East 

Midwest 

West 

All 

Small  Town- 
Industrial  economy 

- 

2 

3 

5 

Small  Town-Mixed 
Industrial  6 
Agricultural 

Economy 

6 

2 

- 

8 

Suburban 

2 

1 

2 

5 

City 

1 

-  -  - . - 

4 

S 

All 

8 

6 

9 

23 

*As  described  in  F.D.I.C.  reports 


3.  Growth  potential  of  the  area,  which  effects 
future  planning  and  expansions. 

4.  Competition  from  other  banks,  which  depends  on 
the  size  and  number  of  competitors  compared  to 
the  economic  potential  of  the  area,  and  the 
aggressiveness  of  the  other  banks  in  getting 
more  business. 

In  Chapter  VII  these  influences  will  be  further  considerdd 
when  examining  the  results  of  the  field  study. 


41 


4.  Organization  and  Characteristics  of  the  Small  Commercial  Bank 
The  following  are  sense  of  the  characteristics  of  a  small 
commercial  bank.  They  will  vary,  of  course,  from  one  bank  to  another, 
Out  they  arc  typical  of  the  large  aajority  of  banks  included  in  this 
study. 

a.  Ownership.  Three  major  types  of  ownership  prevail  among 
small  commercial  banks.  The  first  is  family-owned  banks  where  one 
or  two  families  control  the  stock  of  the  bank.  In  most  cases,  members 
of  the  family  will  actually  act  as  chief  executives  in  the  bank,  al¬ 
though  in  some  cases  executive  positions  are  held  by  professional 
management  not  related  to  the  owners.  The  second  form  is  a  holding 
company  which  owns  several  banks  in  the  area  or  state.  This  form  of 
ownership  is  popular  in  several  states  where  unit  banking  or  limited 
banking  exists.  The  third  form  is  diversified  ownership  where  no 
single  group  or  individual  is  in  control  of  the  majority  of  stocks. 
Banks  which  opened  in  the  last  few  years  tend  to  have  this  type  of 
ownership.  Table  3.9  gives  the  distribution  for  the  banks  included 
— in  this  study. 

TABLE  3-9 

OWNERSHIP  OF  BANKS  PARTICIPATING  IN  STUDY 


Majority  of  stock  owned  by  one  family  6 

Majority  of  stock  owned  by  directors  1 

Public  owned  -  no  single  stock  holder 

with  more  than  10  per  cent  of  stock  14 

Owned  by  a  Holding  Company  2 

Total  23 


42 


The  owners  are  represented  in  the  bank  through  the  Board  of 
Directors  whose  election,  terms  of  duty  and  responsibilities 
arc  also  subject  to  examination  by  the  supervising  agencies.1 
In  most  banks  participating  in  this  study  it  was  discovered 
that  the  role  and  influence  of  the  Board  of  Directors  as  a  group 
on  developing  EDP  in  the  bank  was  rather  limited, 
b.  Organization. 

1.  The  total  staff  in  a  small  bank  usually  ranges 
from  30  to  120  people,  depending  on  whether  or 
not  the  bank  has  branches,  and  if  so,  how  many. 

The  average  number  for  1965  (not  including  part- 
time  or  maintenance  people)  was  49.2  employees 
including  an  average  of  9.9  officers.  (F.D. I.C., 
1966,  p. 157) 

2.  In  addition  to  the  top  executive  officers,  senior 
management  includes  one  to  three  senior  managers 
who  supervise  the operations  and  loan  functions. 
Just  under  this  level,  there  are  four  to  fifteen 
junior  officers,  some  of  whom  have  purely  clerical 
or  line  functions,  having  received  their  titles 

in  recognition  for  long  service. 

3.  There  is  little  specialization  among  officers 
and  most  of  them  are  required  to  know  the  oper¬ 
ations  of  all  the  services  offered  and  to  be 
able  to  fill  in  for  each  other. 

*A  detailed  description  of  the  functions  and  responsibilities  of 
bank  board  members  can  be  found  in  Reed,  1963,  ch.  2. 
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4.  The  atnosphere  and  working  conditions  are  less 
formal  at  all  the  levels  below  the  top  executive 
officer. 

5.  The  operation  officer,  who  is  usually  a  mettber 
of  the  senior  aanageaient,  and  his  assistant,  if 
he  has  one,  make  the  operational,  day-to-day 
decisions.  Senior  officers  discuss  policy  de¬ 
cisions  informally,  often  reaching  decisions 
with  little  or  no  documentation. 

6.  The  bank  operations  involve  a  lot  of  repetitive 
work,  which  requires  accuracy  and  speed  in  pro¬ 
cessing  data. 

c.  Personnel . 

1.  In  most  banks,  the  great  majority  of  clerical 
workers  and  tellers  are  women  with  little  or  no 
ambition  to  advance  to  management  positions. 

2.  In  a  study  of  bank  employees,  Chris  Argyris  found 
that  many  of  them  prefer  to  work  in  relative 
isolation  and  to  have  a  great  deal  of  control 
over  what  they  do.  (Champion  and  Dager,  1967, 

p.  99) 

3.  A  recent  study  describes  bank  employees  as: 

...typically  submissive,  particularly  among 
the  female  staff.  Strikes,  slow-downs,  and 
similar  erratic  behaviors  of  union  members 
and  other  employee  organizations  are  rare  if 
not  unknown  within  the  banking  systems. 

However,  resistance  can  take  other 
forms --distrust  of  bank  management,  a  lack 
of  cooperation,  a  tendency  to  become  sloppy 
and  inaccurate  in  the  performance  of  a  job. 
(Champion  and  Dager,  1967,  p.  100) 
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4.  Many  of  the  older  employees  had  no  college  edu¬ 
cation,  and  the  levels  of  salaries  in  the  small 
bank  were  low  as  coisparcd  with  those  in  other 
industries  and  businesses.  In  recent  years, 
salaries  increased  steadily  and  although  a  gap 
still  exists  between  salaries  in  hanking,  espe¬ 
cially  in  the  smaller  banks,  and  other  service 
organizations,  it  has  been  decreasing  slowly. 
(Yavitz,  1967,  Ch.  2) 

5.  The  line  of  progress  for  management  used  to  he 
from  clerical  jobs,  through  teller  lines,  to 
supervisor)  jobs,  and  finally  to  management  jobs. 
Most  would  start  working  immediately  following 
high  school  graduation,  or  junior  college,  and 
would  take  many  years  to  reach  management  levels. 

6.  Officers  tend  to  view  themselves  as  having  a  life 
career  in  a  small  bank.  If  they  changed  organiza¬ 
tions,  it  would  usually  be  to  another  small  bank. 

At  the  same  time  it  is  not  uncommon  for  officers 
from  larger  banks  to  move  into  positions  in  smaller 
banks. 

7.  Bank  employees,  especially  top  management, 

arc  typically  long  term,  permanent  citizens  of 
their  community,  and  are  reluctant  to  change 
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communities. 
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and  the  tie  between  a  bank  and  its  trade  area 
is  very  close,  Moreover,  a  considerable  amount 
of  customer  relationships  arc  based  on  personal 
knowledge  of  the  customer. 

2.  The  top  executives  of  the  bank  especially  in 
small  communities,  are  respected  citizens  who 
often  have  influence  in  community  affairs. 

3.  The  top  executive  officer,  with  the  exception 
of  those  in  banks  owned  by  holding  companies 

or  by  larger  banks,  is  usually  an  individualist 
who  is  proud  of  his  bank  and  its  position  in 
the  community.  He  wants  to  keep  his  bank  inde¬ 
pendent,  and  usually  has  some  ownership  interests 
in  the  bank. 

5.  The  Bank's  Financial  Structure 

a.  Assets  and  Liability  St.  acture.  Commercial  Jiank  earnings 
are  the  result  of  the  size  and  type  of  assets  held,  the  return  on 
these  assets,  and  the  charges  imposed  for  performance  of  various  ser¬ 
vices  The  two  major  groups  of  assets  are  loans  and  investments  in 
government  papers  or  other  securities.  Table  3.10  indicates 

that  in  banks  of  the  size  between  $10  million  and  550  million 
loans  amount  to  close  to  50  percent  of  total  assets  which  is 
less  than  the  average  for  the  industry  as  a  whole,  loans  made 
by  banks  of  this  size  are  usually  small  to  medium  size,  and  while 
the  larger  banks  compete  heavily  in  this  category  of  loans,  the 


* 
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smaller  banks  present  only  .in  insignificant  competition  to  larger 
banks  in  the  area  of  big  loans  of  over  $100,000.  The  result  is 
that  the  small  bank  usually  has  a  relatively  large  number  of  in¬ 
dividual  loans  on  its  books,  which  are  subject  to  small  payments 
and  an  increasing  amount  of  paperwork.  Increased  competition  in 
the  area  of  small  to  medium-size  loans  and  close  supervision  from 
regulatory  agencies  with  regard  to  bad  loans  should  push  the  banker 
tc  try  to  achieve  better  analysis  of  the  demand  for  loans  and 
evaluation  of  potential  customers.  Merc,  records  about  individual 
customers,  personnel  knowledge,  and  analysis  of  trends  in  the  trade 
area  can  be  very  helpful.  While  in  the  past,  personnel  knowledge 
used  to  be  the  main  source  of  evaluation,  increases  in  volume  and 
number  of  loans  push  the  loan  officer  to  rely  more  on  written 
records  and  organizational  memory,  an  area  in  which  the  computer 
is  most  efficient. 

In  the  area  of  other  investments  banks  are  restricted  by 
law  and  regulation  as  to  the  papers  they  can  invest  in  and  amounts 
invested,  but  nonetheless,  they  still  have  to  make  periodic 
decisions  as  to  how  much,  in  what  and  when  to  invest.  In  the 
small  banks  the  volume  usually  does  not  justify  doing  their 
own  research  on  those  questions  and,  therefore,  the  computer 
is  expected  to  be  of  little  use  in  this  area  to  the  small 
bank,  which  will  usually  rely  or.  the  consulting  services  of 
the  correspondent  bank  or  an  investment  company. 

Fixed  assets  have  always  been  a  minor  item  in  the  assets 
composition  of  commercial  banks  (see  Table  3.10)  although  it  has 
been  increasing  slightly  over  recent  years  with  the  move  to  open 
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Vaughun,  19<>7)  .  Supervising  agencies  keep  .1  close  eye  on  any 
spending  for  fixed  assets,  and  as  a  result,  bankers  prefer  to 
lease  rather  than  purchase  equiivnent  such  as  bookkeeping  machines 
or  computers.  A  typical  example  is  one  of  the  cases  in  this  study 
where  the  president  of  the  hank  preferred  to  purchase  the  computer, 

feeling  it  would  have  tax  advantages,  but  decided,  finally,  to  lease 
it  in  order  to  avoid  questions  and  pressures  from  the  supervising 
agencies.  Decisions  on  major  investments  in  assets  or  commitments 
of  assets  of  any  type  usually  require  an  approval  of  the  Board  of 
Directors.  As  a  result,  even  in  banks  where  the  decision  to  use 
EDP  services  is  considered  an  operational  one,  the  Board  is  likely 
to  be  consulted  or  at  least  informed. 

As  indicated  earlier,  the  main  source  of  funds  in  the  com¬ 
mercial  bank  arc  deposits  which  amount  to  slightly  over  90  percent 
in  the  smaller  banks.  In  recent  years  the  drive  has  been  to 
increase  the  saving  and  time  deposit  portion,  as  can  be  seen 
in  Table  3.10  and  is  emphasized  in  the  following  statement: 

Commercial  banking  has  intensified  its 
competition  for  peoples'  savings.  Not  only  has 
this  resulted  in  higher  rates  of  interest  paid, 
and  thus  the  need  for  higher  yields  on  loans  and 
investments,  but  it  has  led  to  t he  development 
of  new  tools.  The  credit  card  is  one.  Another 
is  the  Time  CD  (Certificate  of  Deposit),  actually 
an  old  'tool'  being  put  to  greater  use.  (NAASB, 

1967,  p.  159) 

Banks  are  very  conservative  in  issuing  new  stock  and 
since  1951  over  80  percent  of  the  increase  in  capital  was  due 
to  increase  of  retained  earnings  rather  than  new  stock  issues. 

This  happened  for  several  reasons  which  were  summarized  by 
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test  of  complying  with  rcgul.it  i  on* ,  and  the  amount  of 
activity  in  these  stocks  prohibit  their  being  registered 
on  national  exchanges,  and  even  the  cost  of  distributing 
stock  in  over-the-counter  markets  may  he  quite  substantial. 
Another  important  reason  for  the  reluctance  of  banks  to 
issue  common  stock  is  that  the  issuance  of  new  stock  may 
not  materially  increase  their  earning  power;  in  fact, 
there  is  a  greater  possibility  that  is  may  affect  ex¬ 
isting  stockholders  adversely.  This  is  primarily  be¬ 
cause  of  the  basic  function  of  bank  capital.  (Seed, 

1963,  p.  Ski  ) 

Because  additional  capital  can  be  used  only  to  a  limited 
degree  for  addition  of  fixed  assets,  it  is  used  mainly  to  give  a 
more  secure  base  to  other  liabilities  and  as  a  reserve  against  losses. 
Therefore,  the  decis.on  to  invest  in  KDP  equipment  is  not  necessarily- 
related  to  the  capital  structure  but  rather  to  operational  problems 
and  expense  structure. 

b.  Income,  Expenses  and  Profits.  Compared  to  other  indus¬ 
tries  the  business  of  banking  is  based  on  more  modest  but  also  more 
assured  profits.  The  main  sources  of  income  in  order  of  importance 
ar-  income  cr.  loans,  intcro.,1  on  United  Slates  Government  obligations 
and_ other  securities  and  income  from  service  charges,  Figure  3.2 
represents  the  proportions  of  the  various  sources  of  income,  de¬ 
pending  on  the  size  of  the  bank.  Kc  notice  that  the  larger  the  bank, 
tnc  larger  is  the  proportion  of  income  derived  from  loans,  while 
the  proportion  of  income  from  United  States  obligations  and  other 
securities  decreases.  This  represents  a  trend  toward  investing  more 
funds  in  the  loan  application,  initiated  after  World  War  II  by  the 
larger  banks,  and  which  the  smaller  banks  arc  following  at  a  slower 
pace.  The  income  from  service  charges  is  proportionately  highest 


m  hanks  of  the  $10-50  Bullion  sijc,  amounting  to  six  to  seven 
percent  of  total  revenues,  which  equals  over  2 S  percent  of  net 
operating  earnings. 

The  c.'.peiises  of  coiftifttrc ia  1  banks  are.  to  a  great  extent, 
fixed,  especially  in  the  short  run,  for  the  following  reasons; 

Hanks,  with  public  utilities,  ate  affected  with 
a  certain  degree  of  public  interest,  and  the  capacity 
to  serve  the  public  must  be  available  at  all  times. 

Banks  are  not  in  a  position  to  produce  for  inventory, 
suspend  operations,  or  reduce  their  labor  force  appre¬ 
ciably,  as  arc  some  industries.  Therefore,  banks*  ex¬ 
penses  in  the  short  run  are  not  closely  correlated  with 
the  volume  of  business  done  or  with  gross  profits. 

(Reed,  1963,  p.  494) 

Still,  bank  management  has  some  control  over  expenses  in  the  long 
run,  mainly  through  improvement  of  organization  structure,  depart¬ 
mentalization  and  introduction  of  better  equipment  and  processing 
systems,  where  EDP  is  having  i  considerable  impact. 

Interest  on  time  and  savings  deposits  amount  to  40  percent 
of  total  operating  expenses,  while  over  50  percent  of  the  operating 
expenses  are  In  such  items  as  salaries,  equipment , “and  systems. 

Yet  it  is  surprising  how  few  banks  utilize  cost  accounting  systems 
to  control  and  allocate  cost.  Only  two  banks,  among  close  to  60 
small  banks  visited  during  the  last  year,  had  a  cost  accounting 
system  in  operation,  and  in  one  of  the  two  the  cashier  admitted  he 
never  uses  the  system  and  doesn’t  believe  in  it,  as  it  was  left  to 
him  by  his  predecessors. 

Profitability  measurement  is  a  difficult  task  in  small  banks 
One  reason  is  that  there  are  no  good  cost  data  available.  For 
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another,  the  non-operating  transactions  affect  profits  considerably, 
and  finally,  it  is  difficult  to  asses  the  exact  amount  of  capital 
due  to  the  existence  of  large  reserve  funds.  The  supervising  agencies 
tyy  to  keep  a  close  watch  on  both  ends  of  the  profit  scale  and  will 
investigate  both  situations  if  profits  are  too  low  or  too  high  from 
a  given  standard.  This  pushes  the  banker  to  try  to  achieve  steady 
profits  rather  than  maximum  profits  and,  over  the  long  run,  to  he 
competitive,  profit-wise,  with  other  bankers  in  his  state  or  across 
the  nation. 

B.  The  Decision  to  Automate  Facing  the  Small  Bank 

In  a  study  conducted  in  banks  and  insurance  companies, 
the  following  features  were  emphasized: 

Information  Features: 

-  large  volume  of  activities, 

-  standardized  procedures  which  were  programmable. 

Organizational  Features: 

-  important  activities  built  around  transactions 
or  computation, 

-  large  clerical  and  stuff  groups  (in  routine 
work)  characterized  by  high  turnover  who  are 
difficult  to  hire  and  retain, 

-  large  middle  management  groups  committed  to 
many  routine  activities.  (Burack,  1906,  p.  43) 

In  hanking,  with  the  enormous  increase  in  the  number  of 
checking  accounts  and  checks  written,  the  pressure  of  paper  work 
was  first  felt  in  the  demand  deposit  area.  The  number  of  checks 
written  annually  has  risen  from  S.3  billion  in  1945  to  just  under 
12.7  billion  in  1960,  to  17  billion  in  1965,  and  is  expected,  by 


written  per  account  which  increased  Hy  52  percent  from  1945  to  1964, 
and  the  second  was  the  increase  in  the  number  of  accounts  whose  number 
doubled  in  the  area  of  demand  deposits  between  1945  to  1964  and  which 
is  expected  to  increase  by  another  30  percent  by  1975.  These  changes 
increased  the  amount  of  paper  work  which  was  further  accompanied  by 
an  increased  velocity  of  deposit  turnover.  According  to  a  study  by 
Professor  Nadlcr  the  turnover  of  deposits  in  Now  York  City  banks 
increased  from  25  time  per  annum  in  194b  to  78  times  per  annum  in 
1962.  (Nadler ,  19o4,  p.  S3) 

As  a  result : 

The  chcek-proccssi ng  department  has  emerged  in 
the  past  20  years  as  the  largest  department  in  the  aver¬ 
age  bank  in  terms  of  personnel  and  equipment  investment 
costs,  encoders,  proof  machines,  sorters,  and  computer 
systems,  together  with  expensive  staffs  to  man  them,  com¬ 
prise  the  major  investment  in  dollars  and  talent  by  the 
banking  industry  to  stay  abreast  of  the  flood  of  checks 
today.  There  arc  only  a  few  banks  in  the  country  today 
where  the  "factory"  operation  of  check  processing  is  not 
a  significant  concern  for  bank  management.  (Anderson, 

1966,  p.  67J 

But  the  increase  in  paper  work  wa_s  also  felt  in  other  areas 
of  banking. 

Changes  in  investment  and  loan  policies  between 
1950  and  1960  also  caused  shifts  from  activities  requiring 
relatively  little  processing  to  tiiosc  requiring  a  great 
deal.  For  example,  investments  in  bonds,  which  require 
little  handling  by  bank  employees,  became  much  less  im¬ 
portant  in  relation  to  loans,  which  require  much  more 
paper  work.  Consumer  installment  loans,  which  require 
the  most  handling,  more  than  doubled  i n  volume  during  the 
period.  (Wiener,  1962,  p.990) 

One  area  in  which  the  pressure  is  greatest  is  the  area  of  operations 
where,  with  increased  volume  and  shortage  of  manpower,  the  accuracy 
decreased  and  delays  occurred  in  completing  reports  and  keeping  up 
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with  the  transactions.  A  problem  to 
was  given  was  the  increasing  cost  of 
federal  Reserve  Board  observed  that: 


which  even  more  attention 
operations.  In  1960,  the 


If  inflating  costs  continued  to  pinch  profits, 
hanking  may  have  trouble  getting  enough  additional  capital 
in  the  future.  Retained  earnings  would  be  a  smaller 
source  and  the  sale  of  additional  earnings  would  be  a 
smaller  source  and  the  sale  of  additional  stock  might 
be  more  difficult.  Investors  tend  to  put  their  money 
where  it  will  cam  the  highest  return.  They  may  slight 
banking  in  favor  of  other  industries  with  a  better  profit 
record.  Banking  must  raise  many  billions  of  dollars  of 
new  capital  in  the  coming  decade  in  order  to  keep  pace 
with  our  growing  economy,  if  it  doesn’t,  the  quality  of 
banking  services  could  suffer,  and  this  could,  in  the  end, 
impinge  on  our  nation's  ability  to  grow. 

Many  bankers,  therefore,  are  looking  to  mechaniza¬ 
tion  as  a  method  of  stabilizing  costs  and  preserving  profits. 
Mechanization  can  reduce  the  need  for  additional  labor  and 
increase  overall  efficiency  to  boot.  (FRB,  1960,  p.  4) 

However,  the  major  breakthrough  in  electronic  check  processing 

did  not  come  until  1959,  when  final  specifications  for  the  printing 

of  checks  coded  with  Magnetic  Ink  Character  Recognition  (M1CR)  numerals 

weie  agreed  upon  and  issued  by  the  American  Bankers  Association.  The 

most  serious  problem  for  the  banks  at  that  time  was  to  find  an  efficient 

way  to  number  the  accounts  and  identify  them.  Many  banks  did  not  have 

numbers  for  their  customers'  accounts,  and  this  held  automation  back 

for  some  time,  and  still  does  for  many  of  the  smaller  banks. 

Bankers  were  also  hesitant  to  move  into  automation  for  other 

reasons,  as  was  observed  by  George  N.  Mitchell,  member  of  the  Board  of 

Governors  of  the  Federal  Reserve  System,  in  a  1966  speech  before  a 

national  bankers'  convention  devoted  to  automation: 

For  bankers  these  (EDP)  handling  methods  arc 
novel.  They  are  scientific  developments  conceived  and 
perfected  completely  outside  of  the  banking  industry. 
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They  do  not  employ  skills  or  expertise  common  to  hanking, 
indeed  they  have  an  almost  alchemistic  aura  in  contrast 
to  the  image  or  reality  of  banking  as  we  know  it. 

In  addition,  there  was  strong  feeling  among  bankers  in  the 

early  60's  that  computers  were  only  for  the  big  banks,  and  opinions 

such  as  the  following  were  wide  spread: 

In  smaller  banks  with  several  thousand  checking 
accounts,  the  use  of  semi-automatic  bookkeeping  machines 
may  constitute  the  highest  level  of  automation  to  be 
reached.  This  equipment  should  permit  staff  reductions 
sufficient  to  offset  machine  costs  plus  increased  check 
imprinting  charges  to  be  absorbed.  There  probably  will 
be  little  economic  justification  for  these  banks  to  pro¬ 
ceed  further  with  automation  on  an  individual  basis. 

(Aldom,  et  al,  1963,  p.  49) 

A  complete  re-orientation  of  management  thinking,  plus  in¬ 
creasing  operational  and  competitive  pressures  had  to  occur  before 
the  idea  of  computer  use  in  small  business  could  be  accepted  by 
people  running  the  bank.  Management  had  to  be  exposed  to  frequent 
warnings,  such  as  the  following  one,  in  order  to  be  persuaded  to 
consider  automation. 

Management  of  small  enterprises,  as  well  as  those 

of  medium-sized  ones,  who  aim  not  only  at  survival  but  at _ 

_ healthy  growth  anddeveTopment,  cannot  avoid  their  preoc¬ 
cupation  with  automation  of  the  total  operation,  comprising 
physical  and  clerical  processes  and  particularly  management 
decision  making  and  control.  (Moller,  1964,  p.  50) 

By  1966,  only  17.7  percent  of  the  13,250  small  banks  in  the 

United  States  used  some  type  of  computer  services,  either  their  own 

computers  or  off-premises  computers.  (ABA,  19b6)  Industry  projections 

(Table  3.12)  indicate  that  within  the  next  five  years,  approximately 

4,600  of  the  small  banks  not  using  computer  services  at  the  present 

time  will  start  to  do  so,  and  if  this  projection  proves  to  be  correct, 

it  means  that  39  percent  of  the  small  banks  are  going  to  face,  within 
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the  next  five  years,  the  decision  of  When?  How?  What  to  automate? 
and  How  to  evaluate  the  computer's  effect  on  their  organization. 


FIGURE  3.2 
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IV,  RESEARCH  METHODS 


A.  Methods  of  Data  Collection 

The  nature  of  the  population  involved  in  the  study,  the 
problem  uno  investigation,  and  the  resources  available  force  re¬ 
liance  on  after-the-fact  data  collection  and  analysis.  Only  in 
a  few  cases  has  there  been  the  opportunity  to  observe  the  decision¬ 
making  process  while  it  occurred;  and  even  then  it  was  limited  to 
a  few  isolated  cases,  making  it  difficult  to  arrive  at  generalizations. 

The  methods  of  data  collection  used  were:  study  of  written 
records,  interviews  and  questionnaires.  Prior  to  the  field  study  it¬ 
self  a  pilot  study  covering  six  banks  was  condctcd  and  the  results 
were  used  to  test  and  clean  up  the  data  collection  instruments. 

1.  Study  of  Written  Records 

_  Jhe^two  main  types  of  written  records  used  were  information 

compiled  by  the  F.D.l.C.  and  records  in  the  banks.  The  F.D.I.C.  in¬ 
formation,  which  was  supplemented  by  written  records  of  other  avail¬ 
able  governmental  and  professional  sources,  supplied  the  data  for 
identifying  the  environment  and  provided  the  data  on  the  bank's  de¬ 
velopment  both  in  general  and  EDP  areas,  as  well  as  in  management 
operations  and  evaluation. 

To  the  author's  disappointment,  there  was  little  Information 
available  in  the  banks  in  the  form  of  written  records.  In  most  of 
the  banks,  no  records  were  kept  during  the  decision  process;  but  in 
those  cases  where  they  were  available,  they  were  examined  and  inte¬ 
grated  into  the  analysis. 
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2.  Field  Interviews 


Interviews  were  conducted  with  the  management  of  each  bank 
and  other  key  people  involved  in  the  decision  process.  The  interview 
is  the  most  appropriate  technique  for  revealing  information  about 
complex,  emotionally  laden  subjects  and  for  probing  perceptions  and 
attitudes  that  may  underlie  an  expressed  opinion.  Other  advantages 
are  that  the  interview  gives  greater  flexibility  and  offers  more  cov¬ 
erage  of  the  subject  than  do  questionnaires.  In  addition,  the  inter¬ 
viewing  situation  offers  a  better  opportunity  than  the  questionnaire 
to  appraise  the  validity  of  the  report  and  identify  the  correct  persons 
to  be  questioned  (Sclltiz  et  al,  196S). 

The  approach  used  was  the  focused  interview  (Merton  et  al,  1956) 
in  which  a  structured,  but  somewhat  flexible  schedule  was  followed, 
allowing  the  interview  to  be  adjusted  to  the  role  the  interviewee  held 
during  the  decision  period. 

5.  Questionnaires 

Questionnaires  were  used  only  for  supplying  supplementary  in¬ 
formation  from  the  interviewees.  In  some  areas  where  the  interviewee 
was  asked  to  evaluate  several  different  possibilities,  a  written  ques¬ 
tionnaire  (Appendix  C)  was  completed  by  him  as  part  of  the  interview. 
Tests  of  statistical  significance  using  x ^  distribution  and  t  test 
were  applied  to  the  results  where  it  was  deemed  necessary. 

4.  Possible  Limitations 

An  argument  often  raised  against  the  effectiveness  of  analyzing 
past  events  is  that  the  interviewee  may  tell  you  what  he  wants  you  to 
know  rather  than  what  happened.  To  answer  such  an  argument,  one  has  to 
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look  at  the  four  major  ways  available  to  describe  a  decision  process. 

The  first  is  to  say  how  it  is  believed  a  decision  should  be  made. 

This  is  the  normative  approach  which  gets  wide  coverage  in  articles 
and  text  books.  The  second  is  to  hypothesize  how  a  decision  process 
does  occur  based  on  the  general  experience  of  the  writer.  The  be¬ 
havioral  theory  of  Cyert  and  March  examined  in  this  study  is  a  good 
representative  of  the  latter  approach.  The  third  one  is  to  describe 
how  n  dec is ion  process  actually  occurred,  which  is  difficult,  if  not 
impossible,  to  record  correctly  in  real  life  situations.  Even  if 
the  process  had  been  observed  during  the  decision  period  itself,  biases 
would  appear.  The  fourth  one,  which  was  used  in  this  study,  is  to  try 
to  get  as  close  as  possible  to  the  actual  events  by  cross- interviewing 
several  participants  and  by  getting  as  much  background  data  as  possible. 
The  end  result  might  still  be  what  people  ss.  happened  rather  than 
what  actually  happened,  but  to  some  degree,  this  is  inevitable  when 
ever  such  complex  decisions  are  examined  in  other  than  laboratory 
situations. 

It  has  been  emphasized  that,  it  is  not  the  main  purpose  of  the 
study  to  arrive  at  a  normative  decision  model,  although  some  nonnative 
suggestions  are  included  in  the  summary.  The  writer,  rather,  follows 
the  advice  of  Selltiz,  Jahoda,  Deutsch  and  Cook  (1965)  who  suggested 
that: 

Scientists  working  in  relatively  unformulated  areas, 
where  there  is  little  experience  to  serve  as  a  guide,  have 
found  the  intensive  study  of  selected  examples  to  be  a  par¬ 
ticularly  fruitful  method  for  simulating  insights  and  sug¬ 
gesting  hypotheses  for  research,  (p.  59) 
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The  above  authors  also  sake  it  clear  that  the  purpose  of  their 
approach  is  not  just  to  collect  data  under  what  is  sometimes  called 
the  "case  study"  approach,  but  also  to  define  three  major  differences 
between  the  "case  study"  and  "intensive"  approaches. 

1.  The  first  difference  lies  in  the  attitude  of  the 
investigator  invol/cd  in  the  intensive  study;  it 

is  one  of  alert  receptivity,  of  seeking  rather  than 
testing. 

2.  The  second  difference  is  the  intensity  of  the  study 
group,  incident,  or  situation  selected  for  investi¬ 
gation.  One  attempts,  in  the  intensive  study,  to 
obtain  sufficient  information  to  characterize  and 
explain  both  the  unique  features  of  the  case  being 
studied  and  those  which  it  shares  with  other  cases. 

3.  The  third  difference  is  the  reliance  on  the  integrat ivc 
powers  of  the  investigator  involved  in  the  intensive 

_ jtudy;  that  is,  his  ability Jto  draw  together  many  -  - 

diverse  bits  of  information  into  a  unified  interpre¬ 
tation.  (p.  60} 

B.  The  Field  Sample 

The  data  collection  for  the  study  was  carried  out  in  con¬ 
nection  with  a  larger  automation  study  supported  by  the  !-.!>.  l.C, 

As  a  result,  only  banks  meeting  the  following  qualifications  were 


cons idered: 


b2 


!.  Must  be  a  state  bank 

2.  Must  be  examined  by  the  F.D,  1 .C, 

3.  Must  be  c lea red  by  the  F.D. I ,C.  regarding  special 
financial  or  management  problems  which  would  affect 
the  results. 

In  addition,  the  following  selection  rules  applied: 

4.  Must  be  a  commercial  bank 

5.  Must  have  $10-50  million  in  deposits. 

This  study's  interest  lies  with  the  snail  bank  and,  based 

on  the  experience  oi  Government  bar.k  examiners  and  the  staff  members 

of  the  American  Banking  Association,  it  was  suggested  that  the  upper 

limit  be  banks  having  $50  million  in  deposits.  It  was  also  found 

necessary  to  establish  a  minimum  level  of  deposits  at  $10  million. 

Banks  with  deposits  of  less  than  $10  million  are  usually  small  country 

banks  or  very  new  banks  having  a  limited  management  team  and  no  spe- 
* 

cialization  of  employees  which  would  allow  examination  of  organiza¬ 
tional  influences.  In  the  under  $10  million  bank, there  are  usually 
only  one  or  two  management  people,  a  fact  which  imposes  difficulties 
on  the  study  of  decision  processes. 

6.  Must  have  a  management  team  of  four  or  more  people 

7.  Must  have  more  than  one  person  involved  in  the  decision 
process 

8.  Must  have  been  willing  to  cooperate  in  the  study  and 
have  the  people  who  were  significantly  involved  in  the 
decision  process  available  for  interviews. 
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The  bank’s  location  has  been  considers*!,  but  due  to  the 
difficulty  in  obtaining  enough  banks  in  one  geographical  area  which 
eieet  the  other  criteria,  the  sample  has  been  selected  almost  nation¬ 
wide. 

As  outlined  in  Table  4,1,  fifteen  of  the  banks  participating 
in  the  study  are  already  using  EDP  services.  Of  the  remaining  eight, 
four  already  made  a  decision  to  use  EDP  while  the  remaining  four  have 
decided  against  it  for  the  tiaie  being  and  have  no  definite  plans  for 
the  next  two  years.  In  Appendix  B  the  environmental  data  for  all  the 
banks  participating  in  the  study  are  summarized. 


TABLE  4.1 

BANKS  PARTICIPATING  IN  STUDY 
CLASSIFIED  BY  PRESENT  EDP  ARRANGEMENTS 


1.  Have  EDP  on  premises 

2.  Use  off-premises  service 

a.  Correspondent  bank 

b.  Service  bureau 

3.  Participate  in  joint  venture 

4.  No  EDP  at  present  time 

a.  Plan  to  use  EDP  within  18  months 

b.  No  plans  set 


8 

5 

4 

1 

8 

4 

4 


TOTAL 


3 


V.  PHASES  IN  THE  DECISION  PROCESS 


The  purposes  of  this  chapter  are  to  examine  and  sua»ari2e 
the  data  collected  in  the  field  and  to  trace  the  sequential  phases 
involved  in  the  decision  process,  in  the  first  section,  attention 
is  given  tc  the  triggering  cues  which  stimulate  the  decision  to  auto¬ 
mate.  Those  motivating  a  change  to  automation  in  business,  generally 
analyzed  in  the  literature,  precede  data  on  reasons  for  automation  in 
the  banking  industry.  In  the  remainder  of  the  chapter,  the  phases  exper¬ 
ienced  in  the  decision  process  are  identified.  The  first  is  the  initial 
search  occurri""  in  the  bank  where  the  issues  involved  are  defined, 
the  goals  and  expectations  are  set,  and  the  general  responsibilities 
are  allocated  among  the  participants  in  the  process.  The  second  phase 
is  one  of  information  collection  and  is  often  identified  as  the  feasi¬ 
bility  study.  It  is  followed  by  an  evaluation  phase  which  ends  with 
a  decision  to  choose  a  specific  course  of  action.  _ 

A.  Triggering  Cues  Initiating  the  Decision  Process 

1.  General  Reasons  for  Automation 

Discussing  the  reasons  for  converting  to  EDP  is  a  favorite 
subject  for  writers  in  the  area  of  automation.  Most  of  the  approaches 
taken  arc  from  the  economic-technical  point  of  view,  such  as  the  one 
presented  by  John  Postly  (I960). 
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Computers  and  their  associated  peripheral  hard¬ 
ware  can  be  introduced  into  data  prnc-„jing  systoms  in 
order  to  achieve  one  or  more  of  three  kinds  of  objec¬ 
tives.  These  objectives  do  indeed  overlap,  but  are 
sufficiently  distinct  to  discuss  separately.  They  are: 

(1)  to  deal  with  increased  complexity  in  data  processing. 

(2}  to  deal  with  increased  volumes  in  data  processing, 
and  (3)  to  reduce  data  processing  costs  for  a  given 
level  of  complexity  and  voliaae.  All  these  objectives 
usually  involve  increased  timeliness  and  accuracy  re- 
auirements.  (p,  10) 

In  many  cases,  the  reasons  for  automation  are  expressed 

as  a  single  factor  of  cost  reduction.  This  was  stressed  in  one 

recent  study  by  D.  Sanders  (1066). 

Simple  cost  reduction  is  one  of  the  main  benefits 
of  EDP,  and  was  one  of  the  two  objectives  most  sought  by 
the  small  sampled  firms.  Costs  are  usually  reduced  in  one 
or  more  of  the  following  ways: 

(1)  A  reduction  in  clerical,  non-clcrical, 
or  supervisory  labor  charges; 

(2)  A  reduction  in  equipment,  rental  or  cap¬ 
ital  costs; 

(3)  A  reduction  in  floor  space  required  for 
data  processing; 

(4)  A  reduction  in  the  cost  of  forms  and 
other  office  materials; 

(5)  A  reduction  in  the  duplication  of  records 
which  is  felt  in  the  reduced  costs  men¬ 
tioned  above; 

(6)  A  reduction  in  training  expenses  required 
in  some  jobs  which  arc  downgraded. 

In  addition,  although  the  total  cost  may  remain  unchanged 
in  a  firm,  the  average  or  per-unit  cost  of  processing  the 
paper  required  may  be  reduced  by  the  firm’s  newly  gained 
ability  to  increase  data  processing  production  with  no 
change  in  total  costs  of  labor  or  equipment,  (p.  36) 

Other  studies  introduce  a  wider  range  of  reasons  such  as  those 

found  in  one  of  the  few  books  whose  subject  was  automation  in  banking: 

A  number  of  basic  factors  usually  determine  management's 
decision  to  enter  the  area  of  automatic  data  processing.  These 
may  be  summarized  3S  follows: 
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(1)  Anticipated  reductions  in  operating  cos's 

(2)  Existence  of  potential  applications 

(3)  Competition 

(4)  Systems  improvement ,  including  greater  contrci, 
better  management  information,  and  speed  of 
processing 

(5)  Research  projects  covering  potential  future  .»r 
plication,  including  the  area  of  operations 
research 

(6)  Demands  for  new  services  (Aldora  et  al,  19oi, 
p.  SI) 

Similar  expectations  are  summarized  in  the  Dale  (1904)  study 
which  concentrated  specifically  on  the  decision  to  automate: 


(1)  layout.  New  EDP  installations  are  expected  to  begin 
paying  their  way  after  a  gradual  changeover  from  old 
procedures.  There  is  an  expected  payout  in  terras  of 
better  utilization  as  well  as  lower  operating  costs. 

(2)  Meeting  Shortage  of  Personnel.  Growth  of  personnel 
requirements  on  specific  routines ... .appear  to  be  in¬ 
creasing  continuously,  making  it  inpossible  to  ob¬ 
tain  the  required  number  of  people  in  some  labor 
markets,  and  the  computer  is  expected  to  make  growth 
possible  without  encountering  labor  shortages. 

•  •  ♦  * 

(4}  Customer  Services.  Improved  custor-ar  benefits,  such 
as  prompter  billing,  speedier  answers  to  questions 
and  more  efficient  service,  are  expected  from  the  com¬ 
bination  of  computers  and  internal  improvements. 


CD- 


Other 


been  installed  as  a  status  symbol,  but  this  expectation 
is  strictly  tangential,  if  that.  (Pp.  11-12) 


All  the  above  examples  emphasize  the  technical-economic 


factor  and  give  little  attention  to  factors  influenced  by  the 


organizational  environment  and  social  and  political  system.  Must 
writers  also  failed  to  make  the  distinction  between  the  short- 


and  the  long-term  cues.  Examples  of  short-term  triggering  cues  are: 
temporary’  space  shortage,  temporary  personnel  shortage,  pressures  ti¬ 
the  outside  sources,  etc.  The  longer  term  cues,  as  listed  by  .ludson 
(1967)  were  influenced  by  management’s  desire  to: 
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1.  improve  the  product  offered--!©  the  case  of  a  bank, 
the  package  of  services  offered. 

2.  Improve  volume. 

3.  Improve  profitability. 

4.  Improve  the  public  image . 

5.  Improve  human  relationships  within  the  organization 
in  term  of  better  teamwork,  less  friction  and  less 
diversion  of  human  energies  towards  activities  that 
are  non-productive,  and  better  opportunities  for  the 
employees  to  realize  to  the  full  their  potential 
capabilities. 

6.  Improve  the  ability  of  the  organization  to  cope  with 
anticipated  future  conditions  and  problems  such  as 
changes  in  the  market,  changes  in  the  technology  of 
equipment  and  methods,  and  changes  in  the  size  and 
nature  of  the  organization  itself.  (Pp.  6-7) 


2.  Reasons  for  Initiation  of  a  Decision  Process  in  the  Individual  Bank 


In  this  section,  the  specific  triggering  cues  for  the 
individual  banks  will  be  discussed  and  an  answer  will  be  sought 
to  two  major  questions. 

1.  What  initiates  the  decision  process? 

2.  Who  initiates  the  decision  process? 

In  Chapter  I  section  B,  the  forces  pressuring  the  banking 
industry  to  automate  were  discussed.  For  the  individual  bank,  pressure 
to  automate  may  result  for  one  of  two  reasons:  The  bank  may  "feel 
difficulties"  winch  the  computer  might  be  able  to  alleviate,  or  the 
bank  may  be  looking  toward  future  development  in  the  banking  industry 
in  general  and  specifically  in  the  individual  bank.  The  first  can  be 
defined  as  short-term  cues  which  mainly  fall  under  the  heading  of 
Operational  Pressures,  while  the  second  can  be  defined  as  long-term 
cues  falling  under  the  heading  of  Policy  Planning. 

In  a  recent  survey  by  the  American  Banking  Association,  the 
participating  banks  which  neither  used  EDF  services  nor  had  plans 
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to  do  so  were  asked  to  indicate  why  they  did  not  feet  a  need  for  auto¬ 
mation.  The  results  for  the  total  sample  of  banks  and  for  the  responding 
banks  with  a  deposit  size  of  $10-S0  million  are  given  in  Table  S.l. 

The  most  important  reason  given  by  close  to  sixty  per  cent  of 
the  total  sample  and  fifty  per  cent  of  the  $10-50  million  banks  was 
that  the  present  system  of  bookkeeping  and  operation  is  adequate  for 
the  bank.  One-third  of  the  small  banks  surveyed  responded  that 
they  had  adopted  a  "wait  and  see"  policy,  while  only  sixteen  per  cent 


TABLE  5.1 

REASONS  GIVEN  BY  BANKERS  FOR  NOT  USING  OR  PIANN1NG  TO  USE  EDP  SERVICES 


All  Banks 

N*1642 

Bank  Size 
$10  -  $49  Million 
N*322 

No. 

Percent 

No. 

Percent 

Present  system  is  adequate 

976 

59.4 

162 

50.3 

Present  equipment  is  still 
being  amortized 

336 

20.4 

84 

26.1 

Applications  in  our  bank 
are  too  small  for  computer 
processing 

565 

34.4 

S2 

16.2 

No  computer  facilities  are 
available  to  us  within  a 
reasonable  distance 

253 

15.4 

39 

12.1 

Ne  have  adopted  a  "wait 
and  see"  attitude 

457 

27.8 

107 

33.2 

A  study  indicated  that  a 
computer  service  was  not 
available  at  this  time 

210 

12.8 

67 

20.8 

No  response 

71 

_ M 

22 

13.9 

Source:  ABA  Automation  Survey,  1966 
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of  these  banks  frankly  stated  that  they  believed  their  bank  to  be  too 
small  for  computer  processing.  The  above  results  indicate  that  the 
majority  of  the  respondents  decided  not  to  use  EDP  services  mainly 
because  they  did  not  feel  the  immediate  pressure  to  do  so,  or  were 
waiting  for  further  developments,  rather  than  because  they  felt  EDP 
is  not  suitable  or  feasible  for  their  operations. 

The  importance  of  short-term  operational  pressures  was  em¬ 
phasized  in  the  present  study  where  fifteen  of  the  nineteen  banks 
either  using  EDP  services  or  planning  to  do  so  within  the  next  18 
months  indicated  that  operational  problems  were  the  major  cause 
for  considering  automation  (Table  S.2).  Three  of  the  remaining 
four  banks  had  decided  to  use  automation  from  the  day  the  bank 
opened  or  very  shortly  after,  feeling  that  it  would  prevent  future 
operational  problems  with  personnel  and  equipment. 


TABLE  5.2 

NUMBER  OF  BANKS  RESPONDING  TO  THE  QUESTION 
"WHAT  WERE  THE  REASONS  FOR  CONSIDERING  AUTOMATION?"* 


Operational  Problems 

Bookkeeping  Equipment  Problems 
Difficulties  in  procurring 
increasing  volumes 
Bookkeeping  Personnel  Problems 
Increasing  cost  of  bookkeeping 
operation 

Increasing  number  of  errors  in 
bookkeeping 

Desire  to  avoid  future  Operational 
Problems 

Need  to  meet  services  offered  by 
competition 


Main  Secondary 

Reason  Reason 


IS 


5 

4 

3 

2 

1 


13 


4 

7 

2 


3 


1 


2 


*  Does  not  include  the  four  banks  with  no  plans  for  EDP. 


The  two  main  operational  pressures  were  in  the  area  of 
equipment  and  personnel.  Before  the  arrival  of  computers,  the 
majority  of  banks  used  NCR  or  Burroughs  Corporation  posting* 
machines.  At  present,  the  manufacturers  do  not  encourage  pur¬ 
chasing  new  machines  and  the  major  source  of  supply  is  the  market 
of  used  equipment.  Many  of  the  banks  used  the  same  machines  for 
eight  to  nine  years  or  bought  them  used  in  the  first  place.  Some  of 
the  banks  had  obsolete  machines  which  had  to  be  replaced  anyhow, 
and  that  motivated  them  to  consider  EDP.  Other  banks  suffered  from 
an  increase  of  maintenance  problems  because  increased  volumes  re¬ 
sulted  in  the  overloading  of  existing  equipment. 

Closely  related  to  the  problem  of  equipment  is  the  problem 
of  personnel.  As  indicated  in  Chapter  III,  Section  A,  many  banks 
suffer  from  a  high  turnover  of  women  employees.  This  is  a  problem 
since  women  traditionally  constitute  the  majority  of  employees  in 
the  bookkeeping  departments.  The  conventional  bookkeeping  machines 
required  the  operator  to  have  a  certain  amount  of  expertise,  gained 
through  on-the-job  training  lasting  on  the  average  6-8  months,  before 
the  employee  was  able  to  utilize  the  equipment  efficiently.  With 
turnover  reaching  25  to  32  per  cent  per  year  in  the  bookkeeping 
departments,  processing  problems  developed  which  resulted  in  delays 
of  posting  and  an  increasing  percentage  of  errors.  Another  personnel 
problem  mentioned  by  several  bankers  was  the  problem  of  rising  labor 
costs.  The  increase  in  minimum  wages  was  felt  most  strongly  in  the 
conventional  bookkeeping  department  where  wages  were  traditionally 
low. 

The  combination  of  decreasing  efficiency,  increasing  costs  and 
increasing  volumes  were  the  main  triggering  cues  for  the  majority 
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of  hanks  participating  in  the  study.  Their  response  to  the  question 
of  why  they  started  to  consider  automation  was  usually  "Ne  had  to-do- 
it"  rather  than  "he  planned  it  as  part  of  the  development  of  the  bank." 
In  the  four  banks  that  did  not  have  immediate  plans  for  automation, 
the  main  reason  given  for  not  automating  was  that  management  was 
satisfied  with  the  existing  situation  and  hesitated  to  get  involved 
in  3  long  process  of  decision  and  change. 

The  data  lead  to  the  following  proposition: 

Proposition  tto.  1:  The  main  reaeon  for  considering  automation 
ic  operational  pressures ,  Long-tem  planning  considerations 
cause  the  bank  to  “sit  and  wait"  while  iimediate  problems 
force  it  to  initiate  the  decision  process . 

3.  Kho  Initiates  the  Process 

Computers  have  been  used  in  banking  since  the  mid-fifties. 

In  the  beginning,  they  were  limited  to  the  larger  banks  in  the  country, 
but  in  the  last  five  years,  medium  and  small  banks  have  begun  utilizing 
computer  services  as  well.  In  addition  to  the  general  exposure  of  the 
public  to  literature  and  news  about  expansion  of  EDP  services,  pro¬ 
fessional  literature,  conventions  and  meetings  with  other  bankers 
directed  the  bankers'  attention  to  EDP  services.  The  professional 
associations  like  American  Banking  Association  (ABA)  and  National 
Association  of  Bank  Auditors  and  Controllers  (NABAC)  have  had,  since 
the  early  sixties,  special  research  departments  and  projects  concerned 
with  automation  research. 

In  1960,  the  ABA  issued  its  check  standards  under  the  common 
machines  language.  This  established  a  uniform  format  for  the  use  of 
magnetic- ink  character  recognition  (MICR)  and  was  considered  to  be  one 
of  the  most  important  milestones  toward  automation  (Yavitz,  1967,  Ch.  2) 


As  can  be  seen  from  the  above  developments,  automation  was  brought  to 
the  attention  of  most  bankers  several  years  ago.  For  that  reason  it 
Is  difficult  to  establish  the  exact  date  when  the  idea  of  automating 
a  specific  hank  first  occurred  to  its  management.  When  asked  about  it, 
most  bankers  replied  by  stating  they  have  thought  about  automation 
for  several  years  but  could  not  quote  an  exact  date  when  the  idea 
was  first  mentioned.  It  is  easier  to  establish  when,  why  and  by 
whom  the  first  serious  step  toward  considering  automation  was  made. 

Many  bankers  had  operational  problems  for  some  time  before 
they  started  to  investigate  the  possibility  of  automation.  In  most 
cases,  it  was  the  combination  of  a  specific  proposal  by  an  outsider 
plus  operational  problems  that  motivated  the  decision.  In  16  out  of 
the  22  banks  from  which  answers  were  received,  the  first  proposal 
came  from  a  source  outside  the  bank  (Table  5.3),  and  in  all  but  one 
of  those  cases  it  was  from  an  outsider  trying  to  sell  computer 
equipment  or  services  to  the  bank.  In  one  isolated  case  it  was 
a  banker  who  took  the  initiative  in  calling  together  other  bankers 
in  the  area  for  the  purpose  of  establishing  a  joint  venture. 

In  the  six  situations  where  the  process  was  initiated  by  an 
insider,  the  individual  was  the  operations  officer  or  the  president 
of  the  bank.  When  the  process  was  initiated  by  the  president,  it 
turned  out  that  he  had  been  closely  involved  in  day-to-day  operations, 
and  considered  himself  responsible  for  the  supervision  of  operations 
i»  the  bank. 

Proposition  No.  2:  a)  Although  bankers  are  aware  of  the  existence 
of  EDP  services  in  their  industry,  it  takes  special  circumstances 
to  initiate  a  decision  to  use  such  services,  b )  In  most  oases, 
it  takes  a  combination  of  operational  pressures  and  the  approach 
by  an  outside  supplier  of  EDP  equipment  or  services  to  initiate 
the  decision  process. 
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TABLE  .1.3 


THE  FIRST  SERIOUS  PROPOSAL  TO  CONSIDER  EDP  SERVICES 
FOR  THE  BANK  WAS  MADE  BY: 

Person  Inside  Bank  6 

President  3 

Operation  Officer  3 

Person  or  Group  Outside  the  Bank  16 

A  Computer  Manufacturer  5 

An  Off- Premises  Service  I)  Another  Bank  S 

II)  Service 

Bureau  S 


Other  Banker  in  Area 


1 


B.  The  Initial  Search-Same  Basic  Decisions 


1.  Possible  Approaches  to  Automation 

Once  the  management  of  a  bank  is  activated  to  consider 
automation,  it  has  to  define  its  decision  in  terms  of  goals  and 
expectations.  The  decision  maker  can  view  the  problem  facing 
him  from  one  of  several  aspects  which  are  presented  here  in  the 
order  of  their  impact  on  the  organization. 

1.  He  can  view  it  as  a  decision  regarding  only  a  change 
of  equipment.  The  present  bookkeeping  machines  would  be 
replaced  by  different  ones  or  eliminated  altogether  by 
transferring  the  work  to  an  off-premises  service. 

2.  He  can  view  it  as  a  decision  affecting  only  the 
bookkeeping  department.  Changes  would  occur  only  within 
the  bookkeeping  department  while  other  departments  in 

the  bank  would  continue  to  operate  in  the  same  fashion _ 

as  before  the  conversion. 

3.  He  can  view  it  as  a  decision  involving  only  the  infor¬ 
mation  system  and  the  operational  procedures  for  existing 
services. 

4.  He  can  view  it  as  a  decision  involving  expansion  of 
bank  services  and  changes  in  management  orientation. 

Which  of  the  following  categories  best  characterizes  the  decision 
made  in  the  individual  bank  will  depend  on  what  the  decision  maker's 
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goals  and  expectation*  are.  In  the  AHA  survey  mentioned  above,  133 
banks  having  deposits  of  $10*49  million  classified  seven  factors 
according  to  their  impact  on  the  decision  (Table  5.4).  The  most 
important  factor  vas  the  desire  to  inprovc  the  internal  system  of 
operation  (reported  by  71.4  per  cent  of  the  bank).  This  was 
followed  by  the  desire  to  freeze  or  reduce  cost  (63.9  per  cent) 
and  improve  management  operations.  <57. 1  per  cent).  In  the 
present  study,  a  similarly  oriented  question  was  directed  toward 
the  importance  attached  to  various  items  at  the  time  the  decision 


TABLE  S.4 

rrrrr  m  »  ■ 

FACTORS  INFLUENCING  THE  DECISION  TO  AUTOMATE 
(Banks  Size  $10-49  million,  N-133) 


1  Factors 

Percental 

ie  of  T< 

>tal  Responses  to  Factorl 

-Major — ^ 

Minor 

Factor 

—No 

Factor 

— 

Response 

Total 

Factor 

Improve  Internal  System 

71.43 

18.80 

4. SI 

S.26 

100.0 

Freeze  or  Reduce  Operating  Costs 

63.91 

25. 56 

3.76 

6.77 

100.0 

Improve  Management  Reports 

57.14 

27.82 

6.77 

8.27 

100.0 

Increase  Flexibility  in 

Handling  New  Business 

42. 86 

38.35 

9.77 

9.02 

100.0 

Enable  Bank  to  Offer  Additional 

Services 

40.00 

36.09 

14.29 

19.57 

100.0 

Meet  Competition 

36.34 

37.59 

17.29 

9.77 

100.0 

Tixhtcn  Audit  and  Control 

21.05 

48.85 

21.80 

8.27 

100.0 

Source:  ABA  1966  Automation  Study 


to  autci&atc  hud  been  *.on»idereu  (Tahir  b.h).  The  areas  of  data 
processing  and  information  were  rated  the  most  important,  and  such 
items  as  supplying  accurate  information,  increasing  speed  of 
operations  and  supplying  more  informal ion  were  emphasized. 

When  the  responses  of  the  bank's  chief  executive  were 
compared  to  those  of  other  senior  officers,  including  the  senior 
operations  officers,  some  statistically  significant  differences 
were  found.  The  senior  management  was  much  more  concerned  with 
operational  problems  than  were  the  banks'  presidents.  The  former 
ranked  as  more  important  such  items  as  "replacement  of  obsolete 
bookkeeping”  (significant  statistical  difference  at  a  i  0.05  level), 
"need  to  supply  more  information"  (significant  difference  at 
a  <  0.G5  level)  and  "achievement  of  improved  management  control  over 
operations"  (at  a  <  0.025  level).  The  presidents'  group  scored 
higher  on  such  items  as  "meet  competition  from  other  banks"  or  "reduce 
labor  needs  for  the  bank." 


2.  EDP  Knowledge  in  the  Bank 

Most  bankers  had  very  little  previous  knowledge  about  any 
aspect  of  EDP.  Some  had  read  articles  about  it  in  trade  magazines 
or  in  the  general  press,  and  some  had  visited  other  banks  that  use  EDP 
services,  but  even  these  lacked  the  knowhow  needed  to  evaluate  EDP 
and  to  anticipate  its  impact  on  the  bank.  Only  in  three  of  the  banks 
visited  were  there  persons  who  had  received  some  knowledge  about  EDP 
through  previous  work  in  other  banks  or  courses  taken  in  the  operation 
of  EDP.  In  the  remaining  twenty  banks  the  decision  process  gathered 
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momentum  without  anyone  in  the  bank  knowing  about  EOP.  Twelve 

of  the  twenty  banks  took  some  action  to  increase  the  EDP  knowhow  among 
the  bank's  staff.  As  can  be  seen  in  Table  S.6  all  of  the  eight  banks 
having  on-premises  facilities  had,  by  the  time  of  the  conversion,  at 
least  one  management  person  with  seme  degree  of  EDP  knowhow.  At  the 
sane  tine,  of  the  five  banks  using  off-preiaises  facilities,  three  had 
no  one  in  the  bank  with  any  significant  EDP  knowhow  and  had  made  their 
decision  based  only  on  information  supplied  by  outsiders.  In  the  case 
cf  the  two  banks  belonging  to  a  joint  venture,  once  the  initial  decision 
to  establish  the  venture  was  made,  but  before  details  were  worked  out 
or  equipment  ordered,  an  EDP  expert  w i.s  hired  as  a  manager  for  the 
proposed  center. 

Proposition  No.  2:  a)  The  management  of  mall  banks,  for  the 
most  part,  initiates  the  decision  of  using  or  not  using  EC”, 
whether  or  not  there  arc  people  on  the  staff  who  have  any 
previous  EDP  knowledge,  b)  In  banks  where  the  initial  in¬ 
clination  is  to  choose  an  on-premises  arrangement  there  will 
be  a  stronger  drive  to  add  people  with  EDP  knowhow  to  the 
_ staff  evei;  before  a  final  decision  is  *tade. — 

3.  Goals  and  Expectations 

The  limited  h  ial  knowhow  among  management  and  the  pressure 
of  operational  problems  causes  management  to  define  the  goals  of  EDP 
mainly  in  operational  terms.  In  Table  S.7  twenty  of  the  participating 
banks  show  a  reduction  or  prevention  of  operational  pressures  and 
problems  to  be  the  main  goal  of  a  change  to  fcL’P.  Only  six  of  the  banks 
mentioned  the  expansion  of  bank  services  wo ng  the  expected  goals, 
while  the  remaining  banks  did  not  associate  the  decision  to  use  EDP 
with  the  expansion  of  services.  Some,  however,  mentioned  it  as  a 
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long-ten  undefined  possibility  seen  as  a  by-product,  rather  than  as 
tn expected  goal.  Four  banks,  all  of  the*  with  on-premises  equipment, 
stated  that  one  of  their  main  goals  in  converting  to  EDP  was  to  in¬ 
crease  profits  by  selling  computer  services. 

It  is  interesting  to  note  that  the  goal  of  cost  reduction 
w*s  Mentioned  by  only  three  banks,  two  of  which  had  no  plans  for 
EDP  at  the  tine  of  the  study.  It  seeaa  that  once  the  banks  start 
to  collect  infoxaation  about  the  possibilities  of  EDP,  they  soon 
discover  that,  at  best,  they  night  be  able  to  prevent  a  rise  in 
cost,  but  in  nost  cases,  the  cost  is  likely  to  be  even  greater. 

Thus,  the  decision  of  whether  or  not  to  convert  quickly  ceases  to 
be  based  solely  on  cost  reduction. 

As  a  consequence  of  limited  EDP  knowledge,  false  expectations 
exist  regarding  the  impact  which  the  decision  to  use  EDP  will  have 
on  the  organization  and  the  infomation  system.  Sixteen  of  the 
banks  expected  that  the  conversion  would  effect  only  one  department 
in  the  bank,  the  bookkeeping  department  (Table  5.8).-  Only  three  of 
them  expected  it  would  effect  the  whole  organization.  In  Chapter  VI 
evidence  is  presented  which  shows  the  conversion  actually  effects 
more  than  just  the  bookkeeping  department. 

An  important  advantage  of  the  computer  is  the  extremely  high 
speed  with  which  it  processes  and  summarizes  data  and  produces  reports. 
Therefore,  the  introduction  of  the  computer  is  expected  to  produce 
significant  changes  in  the  information  system  of  an  organization. 

In  Section  A  the  desire  for  additional  information  was  mentioned 
as  one  of  the  triggering  cues.  It  was  surprising,  then,  to  find 
that,  while  fourteen  of  the  banks  indicated  an  expected  change  in  the 
information  system,  only  five  of  these  regarded  the  actual  change 
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as  a  aajor  one  bringing  considerable  improvements  to  the  system 
(Table  5.8).  Of  the  five  banks  which  did  not  expect  any  impact 
of  the  information  system,  four  were  banks  using  or  planning  to 
use  off-premises  services. 

Proposition  Ho.  4:  Host  mall  banks  are  concerned,  primarily, 
with  improvements  in  the  bookkeeping  department  and  view  the 
information  changes  as  a  by -product  of  secondary  importance. 
aJ  Bankers  expect  the  computer  to  have  a  significant  impact 
only  on  the  department  most  effected  by  its  introduction  - 
the  Bookkeeping  department,  b)  There  exists  an  expectation 
that  the  computer  will  improve  the  information  system,  al¬ 
though  not  necessarily  causing  significant  changes. 

4.  Deciding  What  to  Convert 

One  of  the  first  decisions  management  faces  is  determining 
which  applications  to  implement  first.  In  most  cases,  the  decision 
is  a  direct  consequence  of  the  operational  pressures  existing  in 
the  bank.  The  majority  of  banks  approach  the  issue  by  choosing  one 

application  at  a  time,  the  most  popular  being  demand  deposit  accounting _ 

which,  in  most  banks,  accounts  for  the  majority  of  the  paperwork  in 
the  bookkeeping  department.  Of  the  nineteen  banks,  ten  decided  to 
convert  demand  deposits  first  and  two  decided  to  start  with  savings 
where  the  main  problem  is  the  calculation  of  interest  and  preparation 
of  income  tax  forms  (See  Table  5.9).  Six  of  the  remaining  seven 
banks  initially  laid  out  plans  for  the  conversion  of  two  applications 
at  once  or  one  closely  following  the  other.  Once  the  decision 
makers  chose  the  specific  function,  they  would  proceed  to  determine 
the  type  of  arrangement  they  preferred  and  start  collecting  information. 


TABLE  S.9 


MAKING  PLANS  FOR  CONVERTING  APPLICATIONS  TO  EOP 


Number 
of  Bulks 


Initially  planning  one  application  only  - 

Demand  Deposit  10 

Initially  planning  one  application  only  - 

Savings  Deposits  2 

Initially  planning  two  applications  • 

Deaand  and  Tine  Deposits  4 

Initially  planning  two  applications  - 

Deaand  Deposits  and  Proof  and  Trust  2 

Initially  planning  four  applications  1 


Preposition  Ho.  Sr  a) The  approach  taken  by  bankers  in 
deciding  which  applications  to  convert  ie  done  sequentially 
by  planning  and  converting  one  or  two  related  applications 
one  at  a  time  rather  than  several  at  cmce.  bJ  Padding  on 
which  application  to  implement  first  seems  to  most  bankers 
to  be  a  pre ’•determined  decision,  influenced  by  operational 
factors  regarding  the  present  system. 


S.  Available  Forms  of  Automation 

The  saall  bank  can  choose  between  two  major  types  of  EDP 
services:  on-premises  computer  services  and  off-premises  computer 
services.  The  first  group  includes  banks  which  have  their  own 
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equipment  on  the  bank  premises  or  at  a  naarhy  location.  Ti«a 
computer  department  is  one  of  the  bank's  departments,  and  the 
entire  cost  of  operation,  equipment  and  personnel  are  covered 
by  the  bank  regardless  of  volume.  The  computer  itself  may  be 
bought  or  leased.  The  second  group  of  off-premises  services 
has  a  larger  variety  of  possible  arrangements:  1)  using  another 
bank's  computer,  usually  their  correspondent's!  2}  using  a  service 
bureau;  3)  belonging  to  a  joint  venture;  and  4)  using  the  computer 
facilities  of  the  holding  company,  if  the  bank  is  owned  by  one. 

The  1966  ABA  automation  survey  shows  that,  while  slightly 
over  half  of  the  total  number  of  responding  banks  have  on-premises 
equipment,  only  close  to  40  per  cent  of  the  banks  with  deposits  of 
$10-49  million  have  their  own  facilities  (See  Table  S.10).  More 
hanks  in  this  site  group  (8.66  per  cent)  belong  to  joint  ventures, 
or  use  service  bureaus  (13. S6  per  cent)  than  in  the  total  sample 
(6. 7J.  par  cent  and  U.l?  per  cent,  respectively).  The  big  difference 
lies  in  the  use  of  correspondent  bank  services  where  38.4  per  cent 
of  hanks  in  the  above  group  use  such  services  compared  to  only 
30.8  per  cent  in  the  total  sample.  The  differences  between  the 
various  arrangements  are  outlined  below, 

a.  Leasing  or  Purchasing  a  Computer.  Acquiring  one's  own 
computer  involves  the  most  complex  decisions  of  all.  Management 
must  consider  the  problems  involved  in  setting  up  a  new  department, 
contracting  for  equipment,  and  hiring  or  training  people  with  skills 
not  common  to  the  banking  industry.  These  exist  in  addition  to  the 
regular  problems  facing  the  decision  maktr  who  chooses  an  off- 


TABLE  5.10 


TYPE  OF  COMPUTER  ARRANGEMENT  USED  OR  PLANNED  TO  BE  USED  BY 
BANKS  WHICH  HAVE  MADE  THEIR  DECISION 

(Percent  of  total  respondents  in  group) 


Type  of  Arrangement 

All 

Banks 

N-1342 

Banks  sixe 
$10-49 
Million 

N»S31 

Operate  on-premises  computer 

51.27 

39.36 

Belong  to  a  joint-venture 

6.71 

8.66 

Use  off-premises  service 

42.03 

51.98 

a)  Correspondent  bank 

30. 8S 

38.42 

b)  Service  bureau 

(including  hulding  company) 

11.17 

13.56 

Source:  ABA  1966  Automation  Survey 


premises  arrangement.  Whether  or  not  the  bank  decides  to  lease  or 
purchase  the  equipment,  the  decision  to  use  on-premises  computers 
demands  a  much  higher  commitment  of  resources  in  people  and  money. 

Most  of  the  bankers  who  decide  to  acquire  their  own  computers 
do  so  for  a  negative  reason;  they  do  not  trust  the  off-premises 
services,  especially  if  they  are  offered  by  another  bank,  in  six  of 
the  eight  banks  that  have  their  own  computers,  management  stated  that 
they  did  not  seriously  consider  the  possibility  of  using  an  outside 
service.  Four  of  the  six  explained  that  the  main  reason  for  such  an 
attitude  was  the  fear  that  the  larger  banks  providing  the  services 
would  gain  too  much  competitive  advantage  as  a  result  of  being  able 
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to  look  at  the  work  processed.  The  remaining  two  banks  were  primarily 

concerned  that  an  off-premises  service  would  not  be  able  to  give  them 

enough  flexibility  and  attention.  Of  the  eight  banks  which  do  not  use 

EDP  services  at  present,  five  indicated  that  they  are  against  using 

a  correspondent  bank  service  because  they  wish  to  keep  certain 

information  confidential.  Similar  reactions  were  given  by  the  two 

banks  who  chose  to  belong  to  a  joint  venture  and  by  the  one  choosing 

a  service  bureau  arrangement.  All  three  banks  felt  that  the  arrangement 

they  chose  gave  them  better  control  of  the  operation  and  enabled 

them  to  prevent  information  leakage  to  competitors.  Another  reason 

often  mentioned  by  bankers  who  object  to  using  the  EDP  services  of 

another  bank  is  the  fear  that  customers  will  lose  respect  for  a  bank 

which  has  to  use  the  processing  services  of  another,  especially  if 

both  banks  are  located  in  the  same  town.  For  that  reason  two  of  the 

four  banks  using  a  correspondent  bank's  EDP  services  preferred  to  use 

the  facilities  of  banks  located  50-100  miles  away  although  banks 

in  the  same  town  offered  competitive  services - 

Proposition  No.  6;  There  ie  a  considerable  group  among  email 
bank  managere  which  does  riot  trust  the  EDP  service  a  offered 
by  larger  banks  for:  a)  fear  of  revealing  competitive  eearelc, 
and  b)  feai'  of  losing  their  prestige  among  those  customers  who 
pilfer  an  independent  bank. 

b.  Using  a  Correspondent  Bank  Service.  Using  a  correspondent 
bank  service  is  probably  the  simplest  form  of  automation  available. 

The  preparations  which  the  bank  must  make  in  order  to  automate  are 
minimal  and  often  the  correspondent  bank  stands  ready  to  assist,  at 
every  step,  the  bank  which  is  automating.  In  most  cases,  the 
correspondent  bank  will  tak*  programs  which  it  has  already  had  in  use 
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and  apply  these  in  the  new  bank  without  modifications  or  with  minimal 
ones.  However ,  the  systea  which  the  correspondent  bank  has  developed 
nay  not  be  opt  Iks  for  the  subject  bank.  Yet,  in  aost  cases,  they 
are  forced  to  adopt  it.  Herein  lies  one  of  the  potential  drawbacks 
of  using  a  correspondent  service,  In  a  real  sense,  then,  the 
ultimate  effectiveness  of  the  automation  will  depend  on  the  quality 
of  the  correspondent's  service  rather  than  on  the  bank  which  is 
automating. 

The  chief  advantage  of  using  a  correspondent  service  is  that 
the  bank  which  is  autoaiating  is  not  required  to  have  a  staff  meaber 
who  is  familiar  in  detail  with  computer  programming  and  systems  work, 
although  such  a  person  is,  of  course,  desirable.  Moreover,  the  bank 
benefits  from  the  learning  experience  of  the  correspondent  and,  at  the 
same  tine,  saves  aoney  on  personnel.  All  this  assumes,  of  course,  that 
the  correspondent  has  developed  an  effective  systems  group  and  some 

efficient  programs.  This  is  an  assumption  which  is  often  difficult _ 

to  verify;  however,  a  bank  can  shop  around  and  compare  services 
offered  by  correspondents  and  cone  up  with  some  kind  of  satisfactory 
answer. 

In  recent  years  aore  and  aore  large  banks  with  EDP  facilities 
have  launched  an  aggressive  drive  to  solicit  the  processing  business 
of  small  banks.  The  larger  banks  often  employ  special  salesmen  who 
try  to  solicit  business  for  the  computer  department  and  frequently 
offer  their  services  to  banks  in  a  radius  of  up  to  300  miles.  The 
transfer  of  the  documents  is  done  by  cars,  although  a  few  banks  use 
helicopters  or  small  plane  service.  It  is  expected  that  within  a 
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few  ye«rs  the  use  of  resale  control  d«(«  stations  will  become  sore 
feasible,  cost-wise,  which  should  eliminate  tuny  of  the  problems 
of  the  transportation  of  documents. 

There  are  several  reasons  why  the  small  bank,  despite  its 
reservations,  finally  decides  to  use  a  correspondent  bank  service. 

One  important  reason  mentioned  above  is  the  relative  simplicity  of 
the  conversion.  The  wall  bank  uses  the  programs  developed  by  the 
larger  bank  and  can  take  advantage  of  the  knowhow  accumulated. 

Another  important  reason  is  the  long-lasting  relationship  which  often 
exists  between  the  small  bank  and  its  correspondent.  If  the  small 
banker  has  been  satisfied  with  his  past  relationship  with  the 
correspondent,  he  will  be  tempted  to  consult  it  again  in  new  areas 
of  operation,  rather  then  develop  new  relationships  with  a  service 
bureau,  or  get  involved  in  the  organizational  and  financial  problem 
resulting  from  establishing  on  premises  EDP  services. 

c.  Using  a  Service  Bureau.  Using  a  service  bureau  is 
similar  in  many  respects  to  jjsing  a  correspondent  service. — Tire 
service  bureau  has  usually  developed  some  competence  in  working 
with  other  banks  and,  therefore,  has  u  stock  set  of  canned  pro¬ 
grams  which  it  can  apply.  The  service  bureau  may  have  the  added 
advantage  of  having  had  more  extensive  experience  in  general 
computer  work  than  a  correspondent  bank.  On  the  other  hand,  one 
might  argue  that  the  correspondent's  experience  would  be  more 
relevant  and,  therefore,  better  for  the  bank. 

In  some  areas  there  are  service  bureaus  which  specialize 
in  banking  automation  services,  and  from  discussions  with  bankers 


around  the  country,  these  service  buie  .  nd  to  provide  better 
services  than  service  bureaus  where  d.  recessing  in  banks  is 
only  one  of  seve*«*  jobs.  The  Major  comp.  At  agr.inst  the  latter 
group  is  that  they  often  fail  to  appreciate  the  specific  requirements 
of  the  banker. 

d.  Using  a  Holding  Company  Computer  Center.  This  arrangement 
may  be  regarded  as  a  specialized  fora  of  the  pr  eding  two  arrangements. 
In  many  cases,  the  bank  which  is  closely  held  will  not  have  the 
option  of  choosing  the  nature  of  its  autonation  program.  Typically, 
the  decision  to  have  a  computing  center  which  will  service  all 
companies  held  by  the  holding  company  is  made  at  a  high  level  in  the 
parent  company  without  consulting  individual  member  companies. 

There  is,  however,  a  disadvantage  in  using  a  holding  company 
center:  most  holding  company  centers  have  the  objective  of  balancing 
the  service  for  all  their  member  companies.  Consequently,  a  given 
member  bank  may  discover  that  his  specific  needs  are  not  met  by  the 
computer  center.  Rarely,  then,  will  a  holding  company  center  feel 
compelled  to  compete  with  the  nature  of  the  service  offered  by  a 
correspondent  or  a  service  bureau. 

e.  Participation  in  a  Joint  Venture.  The  1967  directory  of 
bank  joint-venture  computer  centers  lists  twenty-seven  joint  ventures 
owned  by  212  participating  banks  (including  fifty-five  savings  banks). 
The  majority  of  those  centers  have  ten  or  less  participating  banks 
and,  with  the  exception  of  one  center  with  a  membership  of  fifty-two 
savings  banks,  average  6.5  banks  per  center.  With  the  exception  of  the 
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largest  center  the  average  size  of  bank  assets  represented  is  $310 
aillion  per  center,  with  the  average  bank  assets  of  the  individual 
bank  being  $48  Million. 

The  joint  venture  was  held  up  for  several  years  as  the  ideal 
solution  for  the  saall  bank  which  cannot  afford  its  own  coMputer  but 
which  desires  to  get  deeply  involved  in  automation.  Evidence  is 
accumulating,  however,  that  joint  ventures  involve  soaie  very  tough 
probleas  which  in  some  cases  seen  to  be  insurmountable.  Not  the 
least  of  these  probleas  is  the  very  first  task  of  arriving  at  an 
agreement  as  to  the  nature  of  the  joint  venture  and  the  degree 
of  participation  of  each  of  the  banks  involved.  Even  though  the 
banks  which  enter  into  the  joint  venture  are  usually  close  geograph¬ 
ically,  they  typically  have  very  different  individual  circumstances 
in  terms  of  the  market  they  pursue  and  their  goals.  For  example, 
one  bank  may  wish  to  promote  time  deposits,  but  may  have  little 
interest  in  consumer  loans,  while  another  bank  might  be  promoting 
demand  deposits  and  at  the  same  time  be  heavily  involved  in  con — 
sumer  loans.  In  such  a  case  where  the  resources  which  can  be  committed 
to  a  joint  venture  are  naturally  limited,  there  must  be  compromises 
on  the  part  of  each  bank.  These  compromises  are  sometimes  difficult 
and  painful  to  achieve. 

The  other  outstanding  difficulty  has  to  do  with  the  competitive 
position  of  the  banks.  The  joint  venture  itself  is  based  upon  cooper¬ 
ation  and  the  pooling  of  resources.  At  the  same  time,  however,  the 
banks  which  are  cooperating  are  competing.  It  is  extremely  difficult 
for  a  member  bank  to  overcome  the  feelings  of  propriety  which  it  will 


naturally  feel  for  •  concept  or  a  program  which  it  develops.  It  is 
necessary  then  to  establish  some  guidelines  in  the  very  beginning 
of  a  joint  venture  which  specify  who  will  participate  in  what  pro* 
graas  and  who  will  foot  the  bill.  The  simplest  agreement,  of  course, 
would  be  to  have  all  programs  available  to  all  banks,  but  in  cases 
where  this  agreement  has  been  made,  it  is  known  that  some  banks  have 
been  reluctant  to  develop  programs  which  they  desired  because  they 
were  unwilling  to  have  the  other  banks  reap  the  advantages. 

In  any  case,  a  bank's  commitment  to  the  whole  process  of 
automation  is  greater  in  a  joint  venture  than  in  the  three  other 
off-premises  forms  described.  A  center  must  be  established,  machines 
must  be  purchased  or  leased,  people  must  be  hired  to  design  the  pro¬ 
grams  and  run  the  machines,  and  the  entire  venture  must  be  managed. 

6.  Choosing  the  Type  of  Arrangement 

The  banks  participating  in  the  study  were  asked  to  indicate 
which  service  arrangements  were  considered  by  the  decision  makers. 

Of  the  eight  banks  which  chose  on-premises  arrangements,  only  one 
bank  considered  at  all  the  use  of  an  off-premises  arrangement.  Of 
the  two  banks  participating  in  a  joint  venture,  one  did  not  invest¬ 
igate  any  other  arrangement  while  the  other  at  first  considered  the 
possibility  of  using  the  services  of  a  correspondent  bank.  Among 
the  four  banks  choosing  a  correspondent  arrangement,  two  considered 
using  a  service  bureau,  while  the  other  two  did  not  investigate 
alternative  possibilities.  The  bank  using  the  service  bureau  inquired 
briefly  about  the  possibility  of  using  a  correspondent  but  never 
progressed  enough  to  solicit  a  formal  proposal. 


Among  the  four  banks  which  plan  to  use  0)P  services  within 

18  Months,  two  considered  only  one  type  of  arrangement  while  the 
regaining  banks  considered  two  types  each.  Of  the  total  group  of 

19  banks,  only  five  gave  any  consideration  to  more  than  one  type 

of  arrangement,  but  none  considered  aore  than  two  different  types. 

In  the  following  section  the  effect  of  the  liaited  arrangements 

considered  on  the  final  evaluation  and  decision  are  discussed. 

Proposition  So.  7:  Ons  of  the  first  decisions  made  is  in 
regard  to  the  type  of  arrangement  to  be  considered.  The 
decision  maker  usually  prefers  one  specific  type  of  arrange¬ 
ment  and  proceeds  to  collect  information  only  on  this 
specific  type. 

C.  Collecting  the  Information  -  The  Feasibility  Study 
The  People  Involved 

Once  the  initial  interest  in  automation  is  established, 
the  bank  then  proceeds  to  collect  information  on  the  specific 
alternatives.  While  the  first  serious  proposal  is,  in  most 
cases,  made  by  an  outside  agent,  usually  a  salesman  for  the 
equipment  manufacturer  or  the  service  provider,  the  initiative 
from  there  on  has  to  be  taken  by  officers  within  the  bank. 

Three  main  roles  which  need  to  be  performed  can  be  identified 
as  follows: 

a.  Guiding  the  Decision  Process.  This  role  is  usually 
fulfilled  by  one  of  the  officers  who  is  most  interested  in  automating 
the  bank.  He  is  the  one  who  is  promoting  the  idea  of  automation  and 
trying  to  get  a  positive  decision  toward  automation.  As  long  as  there 


is  no  such  person  in  the  bank,  the  idea  of  using  EDP  does  not  have 
a  chance  to  materialize.  Usually  the  person  with  this  role  is 
directly  involved  in  the  daily  operation  work.  In  state  cases, 
though,  he  sight  be  the  president  himself,  and  then  the  motives 
might  be  influenced  by  sure  than  just  operations. 

b.  Supporting  the  Activity.  Unless  the  person  who  guides 
the  process  is  the  president  of  tfc-a  bank  himself,  he  will  need 
support  for  the  idea  from  the  president  and  other  senior  officers. 

The  number  of  supporters  and  their  roles  will  depend  on  the  specific 
power  structure  of  the  bank  and  the  way  in  which  important  decisions 
are  made.  In  banks  where  the  president  is  the  main  force  behind 
policy  decision,  it  is  essential  that  he  be  one  of  the  main  supporters 
of  the  idea,  especially  during  the  stages  of  evaluation  and  final 
decisions.  At  earlier  stages,  at  least  the  passive  support  of  the 
president  is  needed  to  allow  the  person  guiding  the  process  to 
proceed  with  the  necessary  action. 

In  banks  where  policy  decisions  are  made  by  a  group  of 
senior  officers  rather  than  by  a  single  man,  passive  support  of 
the  majority  of  the  group  is  needed  in  the  early  stages  and  active 
support  during  the  final  stages. 

c.  Collecting  the  Information.  In  the  small  bank  with  a 
limited  management  staff,  this  role  will  often  be  fulfilled  by  the 
same  person(s)  guiding  the  process.  In  some  cases,  he  may  receive 
help  or  delegate  part  of  the  job  to  a  junior  officer  or  a  supervisor 
of  operations.  Because  so  few  people  in  the  bank  understand  the 
process  of  automation,  those  involved  in  collecting  the  information 
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frequently  become  the  most  knowledgeable  in  the  bank  on  the  subject, 
and  in  the  final  decision  stages  they  can  have  a  significant  impact 
on  the  outcomes. 

In  Table  5.11  the  people  who  execute  the  three  roles  in  the 
participating  bonks  are  identified.  In  the  banks  having  no  plans 
for  E1)P  the  aain  problem  was  that  top  management  was  not  willing  to 
support  the  idea  of  automation  and,  inspite  of  two  of  the  four 
banks  in  this  group  having  persons  at  the  senior  management  level 
who  were  interested  in  automation,  the  decision  process  was  not 
initiated.  Only  in  one  bank  out  of  the  four  has  any  effort 
been  made  to  collect  relevant  infonaation  for  the  initial  stages 
of  the  process. 

In  the  banks  where  the  decision  has  already  been  made  or 
is  in  an  advanced  stage  of  planning,  the  majority  of  persons  guiding 
the  process  were  operations  people.  In  ten  such  cases  it  was  the 
senior  operations  officer,  while  in  four  of  them  it  was  a  junior 
operat ions  officer.  In  all  the  banks  where  a  junior  operat ions 
officer  guided  the  process  it  was  done  with  the  strong  support  of 
the  president  of  the  bank.  In  five  of  the  six  banks  where  the 
president  guided  the  process,  it  was  found  that  he  had  kept  in 
close  touch  with  daily  operations  all  along,  and  his  interest  in 
automation  had  developed  as  part  of  his  daily  contact  with  operational 
problems.  It  will  be  noted  that  in  all  but  one  case  the  guidance  of 
the  process  was  associated  with  a  single  person  rather  than  a  group. 

In  all  but  one  of  nineteen  banks  where  there  was  support 
for  investigating  the  possibilities  of  automation,  the  support  came 
from  top  management,  and  in  sixteen  of  the  cases,  the  group  of 
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supporters  included  the  president  of  the  bank.  Only  in  one  case 
did  the  nein  support  for  automation  cone  fro*  the  Board  of  Directors. 
In  this  specific  bank,  the  supporters  among  the  board  members  were 
themselves  Manufacturers  and  contractors  who  were  acquainted  with 
computer  operations  and  who  were  interested  in  having  the  bank 
supply  computer  services,  such  as  payroll,  for  their  own  businesses. 

The  collection  of  information  and  the  feasibility  study 
were,  in  most  cases,  left  entirely  to  the  operations  people,  which 
involved,  in  thirteen  of  the  twenty  banks,  junior  officers.  In 
five  banks  this  job  was  left  almost  entirely  to  the  junior  officers, 
while  in  three  banks  the  information  collection  was  carried  out 
by  the  senior  management  only. 

2.  The  Feasibility  Study 

The  phmse  in  the  decision  to  convert  to  EDP  that  has 
received  the  most  attention  in  the  literature  to  date  is  that 
which  is  concerned  with  the  feasibility  study,  in  almost  every 
study  or  textbook  dealing  with  change  to  automation,  a  chapter 
or  section  is  devoted  to  the  need  for,  and  details  of,  the 
feasibility  study,  and  several  reasons  are  given  on  why  it  is  so 
important.  For  example; 

"Feasibility  studies  are  essential  for  three  reasons. 

First,  risks  resulting  from  inappropriate  or  unwise 
use  of  EDP  can  be  reduced  by  a  feasibility  study. 

Second,  a  feasibility  study  will  help  the  firm 
avoid  the  many  pitfalls  associated  with  computer 
usage.  Finally,  a  firm's  feasibility  study  will 
point  the  way  to  advantages  and  benefits  (Both 
tangible  and  intangible)  through  changes  in  data 
processing  methods."  (Sanders,  1966,  p.  SO.) 


Professor  Ytvitr  in  hi*  study  of  automation  in  commercial 
banking  suggests  that  a  sound  feasibility  study  should  include 
six  aajor  steps. 

1.  A  thorough  survey  should  be  made  of  current  operating 
procedures,  voiuw  statistics,  policies,  personnel 
utilisation,  and  relevant  costs. 

2.  New  sys tees  should  be  developed  in  rough  fore  only, 
in  no  more  detail  than  is  needed  to  detemine  over¬ 
all  equipment  requirement  s  end  approximate  processing 
time. 

3.  Utilising  the  second  step,  broad  equipment  speci¬ 
fications  should  be  determined  and  all  one-time 
costs  computed. 

4.  The  economic  feasibility  of  the  new  system  should 
be  evaluated  on  the  basis  of  the  first  three  steps; 
"before"  and  "after"  costs  computed  and  potential 
savings  projected.  It  is  desirable  to  be  extremely 
conservative  in  this  phase  of  the  study. 

5.  Other- than-tangible  cost  factors,  both  pro  and  con, 
should  be  presented.  Both  tangible  and  intangible 
benefits  should  be  considered,  not  only  for  the 
iaaediate  future,  but  for  several  years  ahead. 

Often  a  period  as  long  as  ten  years  is  considered, 
using  the  best  available  forecasts  and  estimates 
of  future  operational  requirements. 


6 . Finally,  a  step-by-step  progra*  and  tiaetsblc  should 
be  presented  for  the  full  implementation  of  the  new 
system.  (Yavitz,  1967,  Pp.  32-33) 

This  approach  can  be  sumaarized  in  the  following  steps: 

1.  Define  the  objectives 

2.  Take  inventory  of  the  present  system  with  regard  to 
cost,  people,  information  generated,  speed,  accuracy 
and  problems  resulting  from  present  system 

3.  Design  a  system  that  will  achieve  the  objectives  and 
resolve  the  problems  facing  the  bank 

4.  Solicit  proposals  that  will  fit  the  proposed  system 
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$.  Evaluat*  tb*  proposals  and  the  lapse t  of  adopting  than 
from  the  economic,  technical  and  organizational  aspects. 

While  Dost  writers  agree  about  the  necessity  of  such  a 
study,  evidence  is  accumulating  that  many  small  firms  do  not  con¬ 
duct  a  formal  feasibility  study.  In  a  recent  study,  it  was  revealed 
that  out  of  100  small  firms  in  several  industries  only  49  have  con¬ 
ducted  a  formal  study  (Sanders,  1966,  p.45),  and  the  figures  obtained 
in  the  present  study  point  out  an  even  lower  percentage. 

It  was  mentioned  in  Section  A  and  B  that  Dost  banks  first 
decide  if  and  why  they  are  interested  in  automation,  develop 
preferences  for  a  specific  type  of  arrangement  and  only  then  pro¬ 
ceed  to  collect  the  specific  information  for  making  the  decision. 
Being  a  relatively  informal  organization,  the  bank  rarely  formalizes 
its  objectives  during  the  initial  search.  The  only  cases  where  this 
was  done  were  instances  when  the  person  guiding  the  process  was  a 
junior  officer  and  was  required  to  report  the  developments  in  writing 
to  his  supporters  among  the  senior  officers. 

Due  to  the  minimum  amount  of  EDP  knowledge  in  the  small  bank, 
the  people  guiding  the  process  or  having  the  responsibility  for 
collecting  the  information  are  not  in  a  position  to  design  the 
system  most  suitable  for  their  organization.  Only  in  two  of  the 
banks  was  such  an  effort  made.  In  the  first,  this  was  done  by  a 
computer  expert  who  was  brought  into  the  bank  to  establish  and 
manage  the  on-premises  facilities.  In  the  other  case,  it  was  done 
by  the  manager  of  the  joint  venture  with  the  help  of  a  consulting 
firm.  A  proposed  system  was  outlined  before  proposals  from 
manufacturers  were  solicited. 
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This  Imvm  thi  persons  involved  in  the  decision  process 
with  two  *ain  functions  during  the  infornstion  collection  phase: 
that  of  taking  Inventory  of  the  present  system,  and  that  of  soli* 
citing  proposals.  This  could  still  provide  the  hank  with  aott  of 
the  benefits  of  a  full-scale  feasibiity  study,  and  when  asked 
about  it,  each  of  the  nineteen  hanks  indicated  that  teas  data 
were  collected  before  a  final  decision  was  made.  But  closer 
observation  showed  that  only  three  of  the  banks  conducted 
what  could  be  considered  an  organized  and  formal  feasibility  study. 

a.  Evaluation  one’s  own  system.  Fourteen  of  the  banks 
left  the  initiative  of  data  collection  concerning  their  own  oper¬ 
ations  to  outside  salesaen  who  were  interested  in  selling  then 
the  service  or  equipment.  Whatever  information  was  collected 
inside  the  bank  was  done  in  response  to  s  request  by  an  outsider. 
As  a  result,  in  those  fourteen  banks,  either  no  records  of  the 
data  collected  were  kept,  or  they  were  in  the  fom  of  some  hand¬ 
written  figures  on  scattered  pieces  of  papers. 

There  are  several  explanations  why  this  is  so: 

1.  Only  one  bank  out  of  the  23  included  in  the  study 
had  a  cost  accounting  system,  and  even  there  the 
system  became  effective  only  after  the  decision 
to  install  a  computer  was  made.  Because  of  the 
lack  of  cost  data,  it  was  difficult  to  establish 
the  exact  cost  of  segments  of  the  pre-computer 
operation  system  and  to  determine  exactly  what 
changes  would  occur  as  a  result  of  automation. 


2.  The  bankers  typical iy  neglected  the  investigation  of 
the  information  system  with  regard  to  reports,  records 
and  movement  of  information.  The  feeling  of  most  of 
the  persons  responsible  for  collecting  the  information 
was  t.jit  the  bank  was  snail  enough  for  them  to  know 
all  the  details  of  the  present  information  system 
without  formally  writing  it  down,  and  the  end  con¬ 
sequence  was  that  very  little  attention  was  paid 

in  the  final  evaluation  to  the  information  aspects. 

3.  The  small  bonk  has  little  recorded  information 

on  the  market  it  is  serving  and  its  future  prospectives. 

The  senior  officers  know  their  customers  well,  but 
the  bank  as  a  whole  lacks  the  ability  to  make  fore- 
casts  about  future  growth.  The  result  is  that  the 
needs  for  automation  are  often  based  on  the  present 
volumes  and  conditions  rather  than  on  those  of  the  future. 

Considering  that  in  on-premises  installation,  the  time  - 

difference  between  decision  and  actual  conversion  is 
often  over  a  year,  this  approach  can  cause  significant 
difficulties.  In  two  of  the  banks  where  efforts  were 
made  to  estimate  future  growth,  the  actual  growth  turned 
out  to  be  twice  as  much  as  expected,  and  within  six 
months  of  the  installation,  the  need  was  felt  for 
equipment  with  greater  capacity. 

In  part,  these  difficulties  also  arise  from  the  special  circumstances 
under  which  the  information  is  collected.  Regardless  of  the  organi¬ 
zational  level  of  the  person  responsible  for  the  study,  most  authorities 
are  in  agreement  that  there  are  certain  characteristics  which  he  must 
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possess.  According  to  one  source,  the  most  important  qualities 
which  the  responsible  part)  should  have  are: 

(1)  Thorough  knowledge  of  the  company's  policies. 

(2)  Ability  and  desire  to  st'.ck  to  endless  details, 
and  persistence  enough  to  see  the  job  through. 

(3)  Ability  to  organize,  direct  and  supervise  others. 

(4)  Knowledge  of  accounting  systems  and  records 
retention. 

(5)  Ability  to  visualize  installation  requirements. 

(6)  Knowledge  of  cost  of  operating  an  EBP  system. 

(Perry,  1963,  Pp.  49-SO) 

Except  in  the  cases  where  a  new  person  was  especially  hired  to  do 
the  job  or  a  consultant  was  employed,  the  people  responsible  for 
the  information  collection  did  not  have  the  Sufficient  knowledge 
to  do  a  thorough  job.  As  indicated  in  Table  S.6,  only  nine  of 
the  banks  hired  a  person  with  EBP  knowledge  to  help  in  the  decision 
and  run  the  operation.  At  the  same  time,  only  three  bank’s  made  any 
use  of  an  outside  consultmt,  while  the  rest  relied  solely  on  their 
own  or  the  supplier's  knowledge. 

Another  difficulty  was  that  in  all  but  one  case,  the  persons 
respons ible  for  the  information  collection  had  to  do  it  in  addition 
to  their  regular  duties  in  the  bank  and  could  not  devote  their  full 
time  or  attention  to  information  collection  and  evaluation. 

Proposition  No.  8:  The  use  of  outside  consultants 

in  data  collection  and  evaluation  is  almost  non¬ 
existent,  despite  the  lack  of  technical  and  system 

knowhow  among  the  decision  makers  in  the  bank. 


b.  Soliciting  Outside  Proposals.  Service  providers  and 
computer  manufacturers  are  active  in  trying  to  solicit  customers. 
In  Table  5.3  it  was  indicated  that  in  the  case  of  16  out  of  20 
banks,  the  initiation  of  the  automation  decision  process  was 
attributed  to  an  agent  outside  the  bank.  Yet  by  the  time  it 


came  to  the  st  40  of  soliciting  proposals  for  final  decisions  each 
bank  had  only  limited  number  to  choose  from,  as  can  be  seen  in 
Table  5.12.  en  of  the  fifteen  banks  had  only  a  single  proposal 
for  consider  on  and  another  four  had  two  proposals  to  choose 
from.  Only  in  one  case,  that  of  a  joint  venture,  did  the  decision 
makers  have  a  total  of  five  detailed  proposals  in  front  of  them. 
Although  the  average  number  on  contacts  with  outside  suppliers  was 
4.1  for  each  bank,  in  the  final  stages  only  an  average  of  two 
proposals  per  bank  were  considered.  This  occurred  for  several 
reasons. 

1.  An  early  decision  having  been  made  by  the  banks 
about  the  specific  type  of  arrangement  they 
were  interested  in.  Once  such  a  preference 


TABLE  5.12 

NUMBER  OF  PROPOSALS  SUBMITTED  TO  THE  BANKS  FOR  EVALUATION 


Type  of  Arrangement 

N 

Number  of 

Detailed  Proposals 
Submitted  and  Considered 

1 

2 

3 

4 

5 

On-premises  system 

8 

5 

2 

1 

Off-premises  system 

5 

2 

2 

1 

Joint  Venture 

2 

1 

1 

Total 

15 

7 

4 

2 

1 

1 

was  indicated  by  the  senior  management,  serious 
proposals  concerning  the  service  or  equipment 
procedures  of  other  types  of  arrangements  were 
discouraged. 

Salesmen**  time  involved  in  preparing  the  proposal. 

The  development  of  each  proposal ,  especially  for 
those  interested  in  on-premises  arrangements,  takes 
considerable  time  and  effort  on  behalf  of  the  sales¬ 
men.  Because  of  the  difficulty  involved  in  getting 
cost  and  flow  data  concerning  the  conventional  system, 
many  salesmen  are  willing  to  spend  the  time  involved 
only  if  they  get  some  encouraging  signs  from  manage¬ 
ment  that  their  proposal  has  a  reasonable  chance  of 
being  accepted.  This  factor  becomes  less  important 
if  the  bank  is  considering  the  use  of  a  correspondent 
bank  service  for  which  the  proposal  is  usually  much 
simpler  and  shorter. 

Reluctance  of  bank  officers  to  spend  time  supplying 
the  needed  data.  Due  to  .‘He  lack  of  written  records, 
most  of  the  information  collected  by  an  outsider  has 
to  be  done  in  face-to-face  meetings  with  the  operations 
people  in  the  bank  who  are  often  reluctant  to  spend  any 
considerable  amount  of  time  dealing  with  several  differ 
ent  salesmen. 

Personal  biases  o i  the  decision  makers.  The  persons 
guiding  the  process  and  those  providing  the  support 
often  have  personal  preferences  for  a  specific  proposal 


In  some  cases,  these  biases  are  revealed  only  in 
the  final  stage  of  the  decision  (to  be  further 
discussed  in  the  following  section),  but  often  the 
sa lessen  know  about  them  in  an  early  stage  of  the 
proposal  development  and  decide  to  drop  out  of  the 
race. 

c.  Field  Visits.  Visits  to  existing  installations  are 
very  popular  and  are  made  by  all  the  people  involved  in  the  de¬ 
cision  process  whether  they  are  in  the  role  of  guiding  the  process, 
providing  support  or  collecting  information.  A  few  years  ago  the 
trend  was  to  invite  the  bank  representatives  to  visit  an  exhibition 
center,  usually  located  in  a  manufacturing  plant  or  sales  office. 
But  the  bankers  often  resented  the  idea  of  being  shown  a  demon¬ 
stration  and  preferred  to  see  the  equipment  in  actual  operational 
conditions.  Therefore,  almost  all  visits  today,  for  bankers 
Interested- in"  on-premises  arrangemehtT  are  made  to  installations 
operated  by  other  banks.  In  the  case  where  an  off-premises  ser¬ 
vice  is  considered,  visits  are  arranged  to  the  correspondent  bank 
or  service  bureau. 

Such  visits  were  arranged  in  all  the  participating  banks; 
and,  in  most  cases,  the  entire  senior  management,  even  those  not 
directly  involved,  took  part  in  them.  The  usefulness  of  such 
visits  for  anything  but  impressing  the  visitors  is  doubtful.  In 
a  short  visit,  lasting  only  a  few  hours,  the  person  without  pre¬ 
vious  EDP  knowledge  has  little  chance  of  understanding  what  is 
happening  and  learning  about  operational  precedures  and  problems 
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involved.  In  five  of  the  participating  banks,  members  of  the 
Board  of  Directors  Mere  also  invited  to  visit  EDP  installations 
and,  based, on  their  short  visit,  aade  their  decision  to  approve 
the  autoaation  plan. 

More  useful  than  the  short  visits  to  Installations  are 
the  short  training  periods  to  which  bank  representatives  are  in¬ 
vited  even  before  the  bank  Bakes  its  decision.  The  programs  range 
froa  three  days  to  two  weeks,  and  are  offered  mainly  to  the  opera¬ 
tions  officers  in  the  bank.  The  person  guiding  the  process  will, 
in  most  cases,  be  invited  to  at  least  one  such  program,  if  the 
salesmen  feel  there  is  a  possibility  that  the  bank  will  use  an 
on-premises  arrangement.  In  such  programs,  the  participants 
learn  more  about  the  equipment  capabilities,  problems  of  conversion, 
and  development  of  programs.  In  several  of  the  banks  participating 
in  the  study,  the  information  the  bankers  accumulated  during  the 
program  was  all  that  they  knew  about  EDP,  and  thus  it  influenced 
their  final  decision  considerably. 

Proposition  No.  9:  The  feasibility  study  in  the  small 
bank  is  at  best  only  a  partial  one  concentrating  on 
the  cost  aspect  and  neglecting  organisational  and 
system  aspects. 

Proposition  No.  10:  The  data  collection  is  restrained 
by  internal  conditions  in  the  bank  and  results  in  a 
limited,  number  of  proposals  for  final  consideration. 

D.  Evaluation  and  Making  the  Decision 

Once  the  people  involved  in  the  process  feel  they  have  the 
information  they  need  to  make  the  decision,  the  moment  of  commitment 
approaches.  By  this  time,  for  most  bankers,  the  decision  is  not 
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whether  to  start  using  EDP,  but  rather* which  specific  proposal  to 
choose.  The  decision  aakers  know  by  now  what  type  of  arrangement 
they  are  going  to  use  and  what  will  be  the  first  application  con¬ 
verted.  In  those  cases  where  the  president's  role  had  been  one 
of  giving  support  rather  than  guiding  the  process,  he  will,  at 
this  point,  usually  step  in  and  take  an  active  part  in  the  final 
decision.  In  most  cases,  the  Board  of  Directors  will  be  advised 
on  the  developaents,  but  they  will  not  be  called  upon  to  give 
foraal  approval  until  after  the  actual  choice  has  been  made  by 
the  management  of  the  bank. 

1.  On-Premises  Arrangement 

As  indicated  in  the  previous  section,  the  decision  maker 
might  have  to  choose  from  one  to  three  different  proposals  from 
equipment  suppliers.  Of  the  numerous  computer  manufacturers  on 
the  market,  the  five  leading  ones,  IBM,  Burroughs,  NCR,  G.E. 
and  RCA  supply  over  98  per  cent  of  the  computers  used  in  banking 
(Sec  Table  5.13),  with  a  sixth  company,  Honeywell,  making  its 
first  step  in  this  specialized  market.  When  we  consider  only 
computers  suitable  for  the  small  batiks,  the  choice  is  practically 
narrowed  down  to  three  manufacturers,  IBM,  Burroughs  and  NCR, 
because  the  other  two  mainly  offer  larger  computers  which  the 
small  bnnk  either  cannot  afford  or  does  not  need.  IBM  has  a 
distinct  lead  among  the  three  and  has,  for  years,  supplied  over 
half  of  all  the  computers  to  the  banking  industry.  Being  the 
leader  in  the  market,  IBM  can  often  offer  services  that  the 
other  manufacturers  find  hard  to  match.  This  is  especially  felt 
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COMPUTER  CONFIGURATION  BANKS  USE  BY  MANUFACTURERS :  (in  percentage) 


Banks  having 
on  premises  EDP 
N*619* 

Banks  having 
$10-49  million 
N»3B1** 

IBM 

58.00% 

57.74% 

Burroughs 

20.03 

16.93 

NCR 

11.79 

13.38 

C.E. 

7.27 

8.40 

RCA 

1.13 

2.36 

Others 

1.78 

1.57 

*  All  sizes 

**  Including  banks  using  off-premise  arrangements 

SOURCE:  ABA,  1966,  Automation  Survey 


in  the  areas  of  training  facilities,  maintenance  service  and  back¬ 


up  equipment.  IBM  also  offers  the  best  sales  organization,  with 
trained  and  experienced  salesmen  who  have  a  back-up  of  large  sales 
offices  for  preparation  of  offers  and  solutions  for  intermediate 
problems.  As  was  described  by  one  bank  president: 

"Ne  received  formal  proposals  from  IBM  and 
another  manufacturer.  The  salesmen  of  the  other 
manufacturer  would  telephone  us  once  in  a  while  to 
find  if  we  had  already  made  our  decision.  The  IBM 
people  visited  us  three  times  a  week,  explaining  the 
proposal  to  various  officers  in  the  bank,  suggesting 
help  in  analyzing  it  and  consulting  with  the  officer 
responsible  for  the  data  collection.  They  would  sug¬ 
gest  changes  and  additions  in  the  proposal,  and  by 
the  time  the  final  decision  had  to  be  made,  all  were 
in  favor  of  the  IBM  proposal." 
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But  being  the  largest  and  most  active  can  sometimes  backfire,  as 
happened  in  the  following  two  cases.  In  the  first  situation,  the 
president  of  one  hank  described  the  finBl  decision  as  follows: 

'The  bank  was  haunted  by  salesmen,  specifically 
fro«  IBM  and  to  a  lesser  degree  from  NCR.  But  after 
a  short  time,  NCR  estimated  that  the  bank  was  too  small 
for  their  system,  and  therefore,  dropped  their  efforts 
to  sell  them  a  computer  when  we  asked  Burroughs  to  sub¬ 
mit  a  proposal.  The  bank  established  an  operations 
committee  which  was  supposed  to  look  into  the  various 
computer  proposals.  The  IBM  people  net  with  various 
staff  people,  including  branch  managers,  operations 
people  and  the  president  and  presented  their  ideas 
before  this  group.... The  feeling  of  the  people  in 
the  bank  was  that  all  they  were  getting  out  of  the 
meeting  was  just  their  evaluation  of  two  sales  pitches, 
rather  than  two  systems.  People  in  the  bank  were 
leaning  toward  IBM  because  IBM  had  sold  the  idea  that 
they  were  the  only  one  who  could  provide  a  similar 
service.  They  also  indicated  that  the  area  was  an 
IBM  area  and  the  bank  could  not  afford  being  an  island 
by  itself.  1  felt  resentment  towards  IBM  because  I 
believed  that  the  service  problem  was  not  that  much  of 
an  issue.... The  bank  was  about  to  make  a  decision  to 
choose  IBM  when  1  realized  that  the  other  people  were 
working  on  the  two  different  sales  presentations  rather 
than  two  systems.  The  feeling  of  the  people  was  that 
if  you  decided  IBM,  no  one  would  criticize  you  for 
making  such  a  decision  even  if  it  is  wrong.  I  pushed 

them  to  reconsider  the  whole  decision.  Visits  were _ 

organized  to  various  computer  installations  and  the  whole 
decision  was  re-evaluated.  As  a  result  of  the  re-evalu¬ 
ation,  we  decided  to  choose  Burroughs  rather  than  IBM, 
although  we  were  the  first  bank  in  this  area  to  choose 
them." 

In  the  second  case,  the  president  summarized  it  the  following  way: 

"I  was  very  impressed  with  the  IBM  organ¬ 
ization,  but  they  also  scared  me.  He  don't  want 
our  customer  to  feel  we  treat  them  as  numbers,  and 
don't  want  to  be  treated  this  way  by  our  supplier." 

This  bank  decided  finally  to  choose  another  supplier  although  the 

president  indicated  he  believed  the  IBM  offer  was  just  as  good. 

Still,  because  of  its  size  and  services  offered,  IBM  received 

the  most  consideration  when  the  various  proposals  were  considered, 

as  is  seen  in  Table  5.14. 


TABU  5.14 


MEAN  CONSIDERATION  GIVEN  TO  VARIOUS  MANUFACTURERS  OF  EDP  EQUIPMENT* 


Eight  Banks 
Using 

On-Premises 

Equipment 

Two  Banks 
Using 
Joint 
Venture 

Two  Banks 
Planning 

To  Use  EDP 

All 

hmivs 

Banks 

IBM 

7.7 

7.7 

2.0 

7.9 

Burroughs 

S.4 

8.0 

6.5 

6.0 

NCR 

4.1 

6.7 

4.5 

4.6 

RCA 

2.0 

3.0 

4.0 

2.5 

GE 

1.6 

1.0 

3.0 

1.7 

*  The  following  scale  was  used: 


- j - 5* 

- 5 - 

4  5 

"5 - 7 - 

"5 - 5 - 

not 

only 

considered 

most 

considered 

briefly 

to  some 

seriously 

seriously 

at  all 

considered 

degree 

considered 

considered 

The  description  of  the  amount  of  consideration  given  to  IBM 
as  coapared  with  other  Manufacturers  varied,  depending  on  the  level 
of  management.  Compared  to  the  senior  management,  the  junior  manage¬ 
ment  in  the  participating  banks  felt  that  IBM  equipment  was  given 
more  serious  consideration.  On  the  scale  employed,  the  mean  response 
for  junior  management  was  8.20,  compared  with  6.82  by  senior  manage¬ 
ment  (a  statistically  significant  difference  at  a  <  .05  level).  The 
dominant  role  of  IBM  in  the  computer  market  (See  Table  5.13),  may 
have  influenced  the  answers  of  the  junior  management  group,  leading 
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the*  to  believe  that  IBM  was  considered  aorc  than  it  actually  was. 

Of  the  ten  banks  which  made  their  decision  to  use  HOP  equipment  on¬ 
premises  or  in  a  joint  venture,  six  decided  on  IBM  equipment,  three 
on  Burroughs  and  one  on  NCR  equipment. 

The  reasons  for  the  final  choice  varied  among  the  banks,  but 
it  is  important  to  note  that  the  cost  factor  was  not  the  only  one  con« 
sidered  or  even  the  most  important  one.  The  main  reasons  for  choosing 
one  type  of  equipment  over  another  were: 

1.  Experience  with  the  bookkeeping  equipment  the  bank 
used  before  the  arrival  of  the  computer.  Three  of 
the  banks  preferred  to  choose  the  equipment  of  the 
same  manufacturer  that  supplied  them  their  bookkeeping 
equipment  in  the  past  because  they  were  satisfied  with 
the  service  he  offered.  A  fourth  bank  refused  to  con¬ 
sider  a  specific  manufacturer  because  it  felt  the 
experience  with  the  old  bookkeeping  equipment  was 
disappoint ihg . 

2.  Relative  strength  of  the  specific  manufacturer  in 
the  area.  Due  to  the  lack  of  technical  knowledge 
of  the  equipment,  many  small  banks  have  to  make 
the  choice  with  insufficient  data.  Here,  the  in¬ 
fluence  of  uncertainty  avoidance  was  strongly  felt. 

The  decision  maker  will  be  inclined  to  choose  a 
manufacturer  of  a  machine  that  has  already  been 
used  in  the  area,  preferably  by  another  bank,  and 
about  which  no  complaints  were  heard.  Four  of  the 
banks  mentioned  this  as  one  of  the  reasons  for  their 


final  choice. 


3.  Previous  acquaintance  with  the  specific  equipment. 

If  the  person  guiding  the  process  or  one  of  the  main 
supporters  had  been  exposed  to  the  equipment,  and 
had  favorable  impressions,  he  would  push  for  choosing 
this  type  of  computer,  in  one  bonk,  one  interviewee 
involved  in  the  decision  described  it  as  follows: 

"Me  chose  IBM  after  our  operations 
officer  returned  from  a  three-week  course 
to  which  he  was  invited  by  IBM.  He  came 
back  so  impressed  that  we  had  no  choice." 

A  similar  explanation  was  given  by  two  other  people 
interviewed  in  the  same  bonk.  In  two  other  banks, 
a  specific  computer  was  chosen  because  one  of  the 
people  involved  in  the  final  decision  had  been  ex¬ 
posed  to  the  same  type  of  equipment  in  other  banks. 

4.  Promises  of  help  in  installation,  programming,  and 
service.  The  written  proposals  of  the  various  manu¬ 
facturers  are  usually  almost  identical  in  the  description 
of  the  services  offered  to  the  bank  using  their 
equipment.  The  difference  often  'ies  in  the  oral 
promises  made  by  the  salesmen.  All  will  usually  add 
additional  promises  to  help,  especially  during  the 
conversion  time,  which  were  not  specified  in  the 
written  proposal  or  contract.  Here  the  personal 

trust  of  the  decision  maker  in  the  sales  represen¬ 
tative,  and  the  image  the  salesman  gives  during  his 
contacts  with  people  in  the  bank  can  make  a  difference 
ir.  the  final  choice. 
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S.  The  specific  cost  arrangements.  Although  mentioned 
last,  it  is  one  of  the  more  important  factors  as 
long  as  considerable  cost  differences  exist. 

2.  Off-Premises  Arrangement 

The  choice  here  is  simpler  than  the  previous  one.  The  bank 
looking  for  an  off -premises  arrangement  has  already,  at  this  stage, 
a  strong  bias  toward  choosing  a  specific  proposal.  The  main  factor 
influencing  the  decisions  are: 

1.  Previous  acquaintance  with  the  service  provider.  Two  of 
the  four  banks  choosing  a  correspondent  bank  indicated  that, 
from  the  beginning,  only  one  offer  was  seriously  considered, 
although  in  one  case  more  were  submitted.  In  both  cases, 
the  service  provider  was  a  large  correspondent  bank  which 
had  helped  the  subject  banks  on  various  occasions  in  other 
matters  and,  therefore,  had  a  leading  place  in  the  race  to 
offer  computer  servicer. 

2.  Pre-determined  bias  against  some  proposals.  It  was 
mentioned  in  Section  B  that  many  bankers  fear  their 
competition  will  have  an  advantage  if  the  latter 
processes  their  work.  Therefore,  proposals  submitted 
by  banks  in  the  same  competitive  area  arc  frequently 
eliminated  in  the  final  stage.  This  factor  played  a 
major  role  in  the  decision  of  three  of  the  banks  that 
had  already  decided  on  a  specific  service  and  in  the 
decision  of  two  of  those  planning  to  automate  within 
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V  The  reputation  the  sm:rc  pro\ssiers  have  established 
»‘»r  t«e»se»ves.  it  the  survive  intreww  or  the  bank  j «. 
already  providing  satisfactory  services  to  other  banks 
in  the  area,  they  will  have  a  distinct  advantage  over 
a  new  service  bureau  or  bank  just  starting  to  sell 
such  services. 

4.  Cost  of  service.  While  equipment  manufacturers  will 
usually  not  offer  discounts,  the  off -premises  service 
provider  will  often  do  so  to  meet  a  competitor's  offer. 
Therefore,  there  will  be  little  price  differential 
among  the  various  offers,  and  price  will  not  be  a 
major  factor  in  the  final  phases  of  the  decision. 

Other  factors,  such  as  the  type  of  reports  to  be  supplied  and  help 
in  the  conversion  are  sometimes  discussed,  but  they  play  only  a 
secondary  role  in  the  final  decision. 

3.  Joint  Venture  Arrangement 

A  bank  facing  the  decision  to  join  a  cooperative  effort  faces 
two  different  decisions  at  this  stage.  The  first  and  most  important 
is  the  decision  of  whether  or  not  to  join  the  other  banks  and  participate 
in  the  venture.  A  positive  answer  may  mean  a  large  commitment  of 
capital,  as  well  as  an  adjustment  of  management  philosophy,  as  dependence 
on  decisions  made  by  several  banks  must  be  substituted  for  independent 
action.  In  both  joint  ventures  participating  in  this  study,  there  wt - j 
banks  that  decided  at  this  stage  not  to  join  because  they  didn't  feel 
ready  to  commit  themselves  to  the  special  requirement  of  a  joint  venture. 
This  left  the  remaining  banks  with  a  decision  of  whether  to  continue,  at 
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togrthcr.  In  both  the  participating  banks  found  themselves 

at  this  stage  so  committed  to  the  idea  of  using  F.DP  through  a 
joint  venture  that  they  decided  to  stay  in. 

The  second  decision  is  the  choice  of  the  specific  equipment. 
This  is  handled  in  a  similar  way  to  that  of  banks  deciding  on  on¬ 
premises  arrangements. 

4.  Who  Makes  the  Final  Choice 

In  Section  C,  three  different  roles  in  the  decision  process 
were  identified;  the  guiding  of  the  process,  the  providing  of  support 
and  tie  collection  of  information.  All  three  roles  were  performed  by 
members  of  the  staff  who  favor  the  idea  of  automation,  A  fourth  role 
can  now  be  identified,  the  role  of  opposers  to  automation  among  senior 
management.1  Of  the  19  banks  which  had  already  made  their  decisions, 
only  four  indicated  that  there  was  some  degree  of  opposition  to  the  use 
of  computer  services  among  senior  management.  In  all  four  cases,  the 
opposition  came  from  officers  who  were  not  directly  connected  with 
operation  and  who  were  minimally  involved  in  the  decision  process  up  to 
the  final  stage  of  decision.  Three  of  them  were  in  banks  that  decided 
to  get  on-premises  equipment  and,  in  all  three  cases,  the  opposers 
believed  the  bank  was  too  small  to  get  its  own  equipment  and  that  the 
proiect  would  be  too  coei-iy  for  the  bank.  In  *’-w  f  >ur»h  f'atc,  t!.l 

1Opposition  among  other  members  of  the  staff  usually  becomes  evident 
only  after  the  decision  was  made  and  will  be  discussed  in  Chapters 
VI  and  VIII. 


/ 


division  presented  was  the  use  of  a  correspondent  bank  service  and 
opposition  grew  on  the  previously  mentioned  ground  that  the  bank 
would  lose  the  confidence  of  the  customers. 

In  two  of  the  cases,  the  opposition  was  strong  and  ;nfluential 
enough  to  postpone  the  final  decision  for  six  to  eight  months,  but  the 
final  decision  was  not  changed  in  any  of  the  cases  from  the  one  favored 
by  the  person  guiding  the  decision  process. 

As  mentioned  earlier  the  final  decision  is  made  by  management 
rather  than  by  the  Board  of  Directors.  Only  in  one  case  out  of 
fifteen  did  the  Board  of  Directors  shov  enough  opposition  to  the 
decision  presented  by  the  management  to  cause  the  postponement  of 
the  conversion  for  three  months.  When  more  data  were  presented  to 
the  Board,  it  approved  the  decision. 

In  most  cases  the  person  guiding  the  process  favors  a 
specific  proposal  and  presents  ihis  specific  one  only.  In  eight 
out  of  the  fifteen  banks  that  made  their  decision,  only  one  proposal 
was  brought  for  final  approval,  although  in  several  of  them  information 
was  collected  on  more  than  one  proposal. 

During  the  information  collection  phase,  the  junior  officers 
involved  in  the  process  often  accumulate  the  most  knowhow  in  the 
bank  with  regard  to  the  data.  Yet  the  decision  is  made  by  the 
senior  management  and  depends  mainly  on  the  way  the  information 
is  presented  to  them.  In  two  banks  where  junior  officers  were 
heavily  involved  in  the  collection  of  information,  they  felt  that 
the  information  presented  for  the  final  decision  was  misleading 
and  that  a  different  type  of  arrangement  should  be  considered.  But  in 
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VI.  EXECUTING  THE  DECISION 


Once  ihs  decisions  of  choosing  a  specific  proposal  and 
launching  an  automation  program  have  been  made,  the  bank  must  plan 
and  execute  the  conversion  to  EDP.  Up  to  this  stage  the  involvement 
was  generally  limited  to  the  senior  management  of  the  bank,  the 
operations  officers  and  the  supervisors.  Other  employees  usually 
learned  that  automation  had  been  considered  for  the  bank  only 
through  rumors  or  private  discussions  with  those  involved.  Executing 
the  decision  calls  for  a  more  active  role  on  the  behalf  of  most 
employees,  and  in  this  chapter  their  involvement  in  the  conversion 
will  be  discussed. 

The  first  section  in  this  chapter  deals  with  the  planning  of 
the  conversion,  and  reviews  the  subjects  that  were  neglected  during 
the  decision  process  and  the  steps  taken  during  the  planning  phase. 
The  second  section  reviews  the  execution  of  the  conversion,  the 
problems  that  develop  and  their  cause.  In  the  final  section  of  the 
chapter  the  bank's  evaluation  of  the  decision  process  and  execution 
is  presented,  with  an  emphasis  on  the  impact  different  evaluations 
have  on  further  utilization  of  EDP  systems  in  the  bank. 

A.  What  is  Involved 

Many  of  the  bank  officers  involved  in  the  decision  process 
believe  that  once  the  decision  to  choose  a  certain  proposal  has 
been  made,  the  whole  issue  of  conversion  becomes  an  operational 
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problem  which  should  be  left  to  the  people  directly  involved, 
mainly  the  operations  officers.  Due  to  the  way  the  decision 
process  was  handled  in  most  banks,  the  people  responsible  for 
the  conversion  often  discovered  that  some  issues  which  are 
essential  for  a  successful  conversion  were  left  unanswered. 

Several  of  them,  when  interviewed,  considered  the  decision 
process,  up  to  this  point,  as  the  easier  part  of  the  change 
compared  to  what  had  to  be  done  during  the  planning  and 
execution  of  the  change. 

Typical  topics  which  were  hardly  touched  by  the  decision 
makers  until  after  the  decision  had  been  made  were: 

1.  Resistance  to  changes  from  three  different  groups: 
management  not  directly  involved  in  the  decision 
process,  non-management  employees,  and  finally 
customers.  The  questions  included  under  the 
t->pic  of  resistance  to  change  are:  aj  why  docs 

it  develop;  b)  what  forms  does  it  take;  and  c) 
what  is  the  best  way  to  deal  with  it. 

2.  Need  for  training  in  the  bank.  It  was  emphasized 
several  times  in  Chapter  V  that  the  small  bank  suf¬ 
fers  from  lack  of  knowledge  of  the  technical  and 
operational  aspects  of  EDP.  For  those  banks  that 

use  an  off-premises  arrangement  the  need  for  technical 
knowledge  declines,  somewhat,  once  the  decision  has  been 
made,  us  the  service  provider  takes  care  of  most  of  the 
equipment  problems.  On  the  other  hand,  for  the  banks 
moving  in  the  direction  of  on-promises  computer,  the  need 
for  technical  liDP  skills  increases  once  the  planning 
starts.  In  all  cases  there  exists  the  need  for  opera- 


tional  training  of  those  employees  whose  jobs  will  be 
effected  by  the  conversion. 

3.  Studying  the  organization.  Because  of  the  fact  that 
during  the  decision  process  only  limited  effort  was 
put  into  the  investigation  of  the  existing  process, 
the  person(s)  responsible  for  the  conversion  has 

to  collect  information  on  the  existing  system  before 
he  proceeds  to  the  planning  of  the  change.  A  detailed 
analysis  of  current  operations  indicating  the  flow 
of  information  from  its  entrance  into  the  system  to 
its  final  disposition  has  to  take  place.  The  sources 
of  data,  where  and  how  they  can  be  obtained,  have  to  be 
determined  as  well  as  who  is  going  to  be  effected. 
Although  members  of  the  staff  know  all  this  information, 
putting  it  on  paper  for  conversion  purposes  can  take 
considerable  time. 

4.  Time  commitment  on  behalf  of  management  and  employees. 
Regardless  of  the  form  of  automation  chosen,  the  con¬ 
version  planning  and  execution  require  considerable 
amounts  of  tims,  especially  on  the  part  of  the  operations 
people,  nurine  ihc  decision  process  the  people  involved 
usually  continued  with  their  regulnr  daily  activities  in 
the  bank.  Once  the  decision  was  made  those  directly 
involved  found  that  the  demand  on  their  time  increased 
steadily  and  unless  they  devoted  all  their  time  to  the 
conversion,  the  process  would  suffer  during  the  execution 
of  the  conversion. 

Each  of  the  four  areas  is  discussed  below. 


Employee  resistance  to  change  is  generally  considered  to 
exist  in  every  organization,  and  is  an  important  inhibiting  factor 
in  the  adoption  of  technological  change.  Professors  Mann  and  Hoffman 
believe  that  most  technological  changes  involve  a  cyclical  process 
which  runs  as  follows: 

(1)  "The  human  problems  are  rarely  recognized  by 
the  top  executives  until  the  change  procedure 
has  begun. 

(2)  During  this  initial  period  certain  groups  and 
individuals  begin  to  express  misgivings  about 
the  new  functions  they  will  be  expected  to 
perform. 

(3)  Faced  with  this  problem  of  human  resistance, 
the  changers  assume  that  insufficient  under¬ 
standing  is  the  cause,  and  the  emphasis  shifts 
from  technical  problems  to  ways  of  increasing 
the  flow  of  information  to  those  involved  in 
the  change. 

(4)  With  the  personnel  problems  diminished  through 
increased  communication  and  participation,  the 
changers  once  again  turn  their  attention  to 
technical  areas  only  to  have  personnel  problems 
emerge  once  again.  And  soothe  process  goes." 

(Mann  and  Hoffman,  1960,  Pp.  194-195) 

In  many  respects  most  of  the  banks  followed  a  similar  cycle 
during  the  period  of  planning  and  executing  the  conversion.  In  most 
of  the  banks  the  degree  of  r<jisiaiiee  to  chunge  was  described  as 
minima]  at  the  employees  level  and  was  only  a  secondary  issue 
among  management.  But  ot  the  fifteen  banks  which  executed  the 
decision,  twelve  reported  some  degree  of  resistance  (See  Table  6.1), 

In  eleven  of  the  banks  the  resistance  involved  management  people,  whil 
in  six  of  them,  employees  were  involved.  Jt  Is  important  to  note  that 
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NUMBER  OF  BANKS  WHERE  RESISTANCE  WAS  FELT  DURING  THE  CHANGE  TO  EDP 


Type  of  Bank 

N 

Employees 

Resistance 

Only 

Management 

Resistance 

Only 

Management 

and 

Employees 

Resistance 

No 

Expressed 

Resistance 

Using  on-premises  EDP 

8 

- 

4 

3 

1 

Using  off-premises  EDP 

5 

1 

- 

2 

2 

Belonging  to  a  joint  venture 

2 

- 

1 

1 

- 

Total 

15 

1 

5 

6 

3 

in  every  bank  it  was  made  clear  to  all  employees  that  even  if  jobs 
were  eliminated  as  a  result  of  the  conversion,  no  ono  would  be  fired 
or  laid-off.  Thus,  an  important  cause  for  resistance  was  eliminated 
from  the  start.  In  one  bank,  however,  during  the  early  stages  of 
information  collection  one  of  the  people  involved  in  the  process 
mentioned  during  a  lunch  brouk  that  if  the  computer  were  used  many 
Jobs  would  bo  eliminated.  According  to  the  president  cf  the  bank, 
rumors  started  and  many  employees  became  restless.  The  rumors 
spread  to  other  banks  in  the  area  and  finally  reached  the  president 
of  the  subject  bank  through  another  banker.  He  had  to  call  a  meeting 
of  all  employees  to  promise  that  regardless  of  the  decision  made  about 
the  computor  no  one  would  lose  his  job. 

a.  Causes  for  Resistance.  In  the  banks  whore  resistance 
occurred,  it  was  attributed  to  three  major  factors:  the  lack  of 
Information  among  the  employees  not  involved  in  the  process; 


resistance  to  learning  new  operation  method:*  and  new  techniques; 
and  the  fear  of  losing  prestige  and  power  in  the  structure. 

Many  writers  have  warned  about  the  importance  of  providing 
information  about  the  change.  Statements  such  as  "being  in  on.... 
company  information  is  also  a  high  area  in  fulfillment  of  needs 
of  personnel  in  lower  management,"  (Porter,  1961,  p.  18)  or, 
"Resistance  can  be  expected  if  the  nature  of  the  change  is  not 
made  clear  to  the  people  who  are  going  to  be  influenced  by  the 
change"  (Zander,  1950,  p.  10)  appear  in  almost  every  article  or 
liook  dealing  with  change.  It  was  surprising,  therefore,  to  discover 
how  little  information  was  furnished  to  employees  during  the  process. 
Only  in  one  bank  were  the  employees  given  formal  notice  before  the 
decision  was  made  about  the  possibility  of  automation.  In  over 
half  of  the  banks,  the  post-decision  information  supplied  to 
employees  was  limited  to  the  technical  aspects  of  the  conversion 
and  lacked  an  explanation  describing  the  impact  on  the  bank  as  a 
whole.  In  most  banks,  whenever  information  was  given  out  to  the 
employees,  it  was  done  through  the  initiative  of  the  person(s) 
responsible  for  the  conversion  in  response  to  a  specific  problem 
rather  than  as  part  of  planned  policy  by  top  management. 

The  second  cause  was  even  more  evident  in  the  banks  visited. 
The  conversion  to  EDI’  means  that  the  employees  must  get  adjusted 
to  changes  in  input  forms,  new  methods  of  processing  material,  and 
new  forms  of  output.  The  most  significant  change  is  in  the  area  of 
customers'  records.  Whereas  information  used  to  be  posted  on  ledger 
sheets,  with  one  sheet  for  each  customer,  as  a  result  of  CLIP,  items 
are  now  posted  in  a  daily  journal.  If  more  than  information  on  the 
latest  balance  is  nought  for  a  specific  customer,  the  employee  must 
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go  back  to  previous  journals.  This  can  be  inconvenient  when  a 
specific  transaction  has  to  be  investigated. 

Employees  in  the  bookkeeping  department  were  the  most 
affected  as  some  of  them  had  to  move  into  new  jobs,  or  adjust 
to  new  working  conditions.  Complaints  were  especially  heard 
from  the  old-time  employees,  who  had  spent  all  their  working 
lives  using  the  same  system. 

There  were  fewer  cases  where  fears  of  losing  authority, 
power  or  prestige  caused  resistance.  But  in  the  five  banks 
where  such  resistance  was  evident,  considerable  problems  erupted 
in  the  execution  of  the  conversion.  In  three  of  the  five  banks 
in  which  on-premises  EDF  was  installed,  the  head  of  bookkeeping 
or  the  officer  responsible  for  operations  felt  that  his  job  had 
been  taken  over  by  the  person  in  charge  of  the  computer  who  was, 
in  every  case,  younger  and  newer  in  the  bank.  In  two  of  them, 
the  head  of  bookkeeping  finally  resigned  from  the  bank,  while  in 
the  third,  the  operations  officer  was,  for  all  practical  reasons, 
by-passed  and,  instead,  the  computer  man  dealt  directly  with  the 
senior  vice-president.  In  two  of  the  banks,  the  objection  came 
from  the  branch  people  who  were  afraid  of  the  centralization  features 
of  automation.  One  bank  combatted  the  resistance  by  finally  putting 
the  branch  managers  on  the  planning  committee  for  conversion. 

In  all  five  banks,  where  the  third  type  of  resistance  ex¬ 
isted,  top  management,  i.e.  the  president  or  senior  vice-president, 
had  to  become  involved  before  the  problems  were  solved. 

b.  Forms  of  Resistance.  In  the  banks  reporting  resistance. 


various  forms  of  it  were  evident. 
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a.  Insufficient  attention  given  to  preparation  of  inputs  for 
the  computer  which  resulted  in  errors  and  delays.  This  was 
the  most  prevalent  complaint  by  the  operation  people 
responsible  for  the  conversion.  Although  it  might  have 
been  caused  also  by  insufficient  or  ineffective  training, 
several  of  the  officers  interviewed  attributed  it  to 
resistance  rather  than  training. 

b.  In-shop  complaints  accusing  the  computer  of  making 
mistakes  or  of  not  performing  the  jobs  promised.  The 
complaints  were  circulated  among  the  employees  concerned 
and,  in  some  cases,  were  also  expresseo  to  top  management. 

In  the  former  case,  it  worked  mainly  to  reduce  morale, 
while  in  the  latter,  in  at  least  two  banks,  it  caused 
enough  concern  that  top  management  made  inquiries  among 
the  computer  people. 

c.  Ignorirg  the  computer  output.  This  form  of  resistance 
_  __  was  attributed  mainly  to  management  personnel,  whose 

resi'.ance  was  more  passive  in  nature.  Those  taking 
this  attitude  preferred  to  use  the  old  sources  of 
information  and  would  consult  computer  output  only 
when  forced  by  circumstances. 

A  fourth  form  of  resistance,  that  of  -.omplaining  to  customers 
about  the  usefulness  of  the  computer,  was  reported  in  large  banks, * 
but  was  not  evident  in  most  of  the  small  banks.  The  employees  of  the 
small  banks  preferred  to  direct  their  dissatisfaction  internally 
rather  than  externally.  One  explanation  might  be  found  in  the 


Unpublished  study  of  a  large  metropolitan  bank  by  Vaughan  f,  Porat ,  196fc 


family  type  relationship  within  the  smaller  bank,  (See  Chapter  III) 

where  the  employees  feel  greater  loyalty  to  the  organization  and 

prefer  to  solve  their  problems  within  the  organization,  giving  the 

customers  an  image  of  a  single  unit. 

Proposition  No.  13:  a)  Resistance  to  EDP  change  in 
most  banks  is  sharply  reduced  due  to  the  no-layoff- 
due-  to-  technology  policy  which  is  almost  unanimously 
adopted,  b)  Employees  generally  are  not  formally 
and  systematically  informed  about  the  automation 
program,  c)  Resistance  due  to  change  of  distribution 
of  authority  and  responsibility  is  the  most  difficult 
to  overcome  and  requires  action  by  top  management, 
d)  Other  problems  of  resistance  are  usually  handled 
informally  at  the  operations  level  rather  than  fomrm',i-y 
at  top  management  level. 

c.  Customer  Resistance.  The  move  toward  automation  had 
two  major  effects  on  customers.  The  first  was  that  accounts  were 
numbered  for  identification  purposes  instead  of  using  the  name  of 
the  account  as  an  identifying  device.  The  second  was  the  introduction 
of  encoded  checks  and  deposit  slips  which  could  be  used  only  for  the 
specific  account  bearing  the  encoded  number  on  the  check  or  deposit 
slip.  In  the  early  days  of  automation,  many  customers  were  dissatisfied 
with  those  two  innovations,  especially  the  second  one.  Together  with 
early  programming  problems  in  some  banks,  the  two  changes  caused  an 
undetermined  number  of  customers  to  move  from  automated  banks  to  non¬ 
automat  ed  ones. 

In  the  last  couple  of  years,  this  form  of  customer  resistance 
almost  disappeared.  Bankers  will  still  mention  cases  of  a  few  stubborn 
customers  who  refuse  to  use  encoded  checks  or  deposit  slips,  but  it  has 
ceased  to  be  a  serious  problem  for  banks.  Only  in  one  bank  did 
customers'  resistance  become  a  serious  problem  when  the  bank  changed 
the  form  of  the  monthly  statement  from  a  detailed  one  to  one  listing 
only  the  beginning  and  end  balances  and  number  of  transactions,  often 
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called  the  "Bob  Tail"  statement.  The  bank  was  located  in  a  small  town 

where  the  two  other  banks  kept  using  a  full  statement,  and  because  of 

customers'  objections  and  transfer  of  accounts  to  rival  banks,  the 

bank  had  to  return  within  six  months  to  the  use  of  the  full  statement. 

Proposition  No.  14:  As  long  as  the  form  of  reports 
to  customers  and  accuracy  of  reports  are  not  drastia~ 
ally  changed,  customer  resistance  can  he  expected  to  be 
minimal.  The  conversion  can  therefore  be  considered 
as  an  internal  affair  having  little  impact  in  the  short - 
run  on  customer  relations. 

2.  Training  for  EDP 

Following  the  decision  to  use  a  given  arrangement,  the  need 
for  various  types  of  training  and  education  arises  in  the  bank.  The 
need  for  training  varies  with  the  level  of  the  employee,  his  job  in 
the  bank  and  the  specific  arrangement  chosen.  There  are,  however, 
certain  training  issues  which  are  common  to  all  banks  deciding  to 
automate.  They  can  be  divided  into  two  separate  areas.  The  first 
is  general  knowledge  of  what  the  computer  is  doing  and  what  it  can 
do  for  the  bank;  and  the  second  is  training  in  those  aspects  of  the 
person's  job  which  will  be  effected  by  the  conversion. 

In  a  recent  study  (Table  6.2)  396  bank  officers  in  banks 
which  converted  to  EDP  were  asked  what  types  of  training  would  be 
most  useful  at  various  levels  in  the  bank.  Their  opinions  were 
that  at  the  management  level,  general  understanding  of  computer 
capabilities  is  most  important  and  this  was  closely  followed  by 
the  need  to  learn  how  to  read  and  interpret  computer  output.  On 
the  clerical  level,  training  in  preparation  of  input  for  the  computer 
was  described  as  most  needed  and  was  followed  by  the  need  to  learn  to 
read  and  interpret  computer  output.  The  supervisors,  who  usually 
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are  the  first  to  receive  output  from  the  computer  before  it  is  further 
distributed  up  or  down  the  organizational  hierarchy  indicated  the  most 
needed  training  to  be  the  interpretation  of  output  followed  by  training 
in  order  to  understand  the  capabilities  of  the  computer  and  training 
in  preparation  of  input. 

Although  the  above  results  indicate  that  the  desire  for 
training  exists,  very  little  was  actually  done  in  the  banks.  Especially 
lacking  was  the  training  in  those  banks  using  off-premises  services. 

In  none  of  the  five  banks  in  this  group  was  any  formal  training  program 
conducted.  The  closest  thing  to  training  was  the  explanation  of  the 
new  output  forms  to  the  supervisors  and  tellers,  and  the  preparation  of 
input  to  those  directly  effected.  No  training  or  briefing  was  given 
regarding  the  capabilities  of  the  computer  or  its  information  aspects. 

In  the  two  banks  belonging  to  a  joint  venture,  the  computer  center 
managers  took  the  initative  to  visit  the  participating  banks  and 
explain  the  basic  features  in  the  system.  But  only  in  one  of  the  two 
_wer^-_an  the  officers  required jto  attend  those  meetings. 

In  banks  using  on-premises  services,  a  certain  amount  of 
training  was  required  and  given  in  the  computer  department.  This 
training  was  technical  in  nature  and  directed  toward  non-management 
employees  in  areas  such  as  keypunching  and  input  preparation.  Many 
of  the  banks  in  this  group  tried  to  rely  on  existing  employees  to  staff 
the  new  computer  department.  All  of  them  offered  aptitude  tests 
to  those  employees  interested  in  learning  about  EDP,  and  those  scoring 
the  highest  were  given  on-the-job  training  or  were  asked  to  attend 
EDP  night  courses  given  by  local  chapters  of  the  professional 
associations.  In  two  of  the  banks  this  effort  to  utilize  "in  house" 
resources  had  serious  consequences  for  the  bank,  for  the  people  chosen 


proved  to  be  incapable  of  doing  the  job,  and  the  success  of  the 
conversion  was  in  doubt  until  an  outsider  was  brought  in  to  nanage 
the  computer  center.  As  was  the  case  of  the  banks  using  off- 
premises  services,  none  of  the  banks  in  this  group  made  any  effort  to 
train  or  educate  management  people  in  the  use  of  information  and 
reports.  A  typical  description  of  these  situations  was  given  by 
one  computer  manager  who  was  brought  from  the  outside  to  run  the 
center. 


"1  feel  that  the  people  in  the  bank  do  not  know 
how  to  nse  the  computer  reports,  or  what  they  are  sup¬ 
posed  to  request  from  me.  1  know  of  several  reports 
that  would  be  useful  to  the  people  on  tho  floor  but 
they  never  ask  for  it,  and  I  am  not  going  to  push  it 
down  to  them." 

In  another  bank  using  off-premises  computers,  the  cashier 
summarized  the  situation. 

"We  do  not  have  anyone  (at  middle  or  top  officer 
level)  who  has  had  experience  with  computers  or  knows 
how  to  use  them.  We  surely  could  use  such  an  officer, 
but  I  don't  suppose  it  will  happen  in  the  near  future." 

The  main  reason  for  not  having  sufficient  training  is  not 

because  of  the  lack  of  places  to  get  such  knowledge.  It  is  more 

a  result  of  the  lack  of  consideration  given  to  the  subject  by  the 

decision  makers  and  top  management,  and  the  lack  of  understanding 

of  the  imporf<"'ce  of  the  issue, 

Propoaition  No.  16 :  a)  Training  and  aduoational 
program*  in  EDP  reaoive  only  minor  attention  from 
tho  daaiaion  makers;  b)  It  ia  limitad  to  aolving 
taohnioal-oparational  problm*  rathar  than  inoraaaing 
tha  undaratonding  and  utiliaation  of  tha  oomputar  in 
tha  bank. 


131 


3.  Studying  the  Organization 

The  person(s)  planning  the  conversion  should  aim  to  achieve 
a  combination  of  several  goals,  One  is  to  utilize  the  conversion 
period  for  executing  those  changes  which  will  be  of  most  value  in 
increasing  efficiency  and  reducing  cost.  A  second  is  to  minimize 
those  changes  that  might  arouse  resistance  from  employees,  The 
third  is  to  plan  a  conversion  which  cun  bo  executed  us  smoothly 
as  possible  with  minimum  negative  effects.  In  each  conversion 
the  ideal  plan  to  achieve  the  optimum  combination  of  goals  might 
vary  depending  on  local  circumstancoa.  Yet,  in  every  case  a 
careful  mapping  of  how  the  present  system  looks,  how  the  converted 
system  will  look  and  what  changos  are  necessary  will  help  con¬ 
siderably  in  achieving  these  goals. 

The  following  ure  some  of  the  items  for  which  information 
is  needed: 

1.  The  reports  nnd  output  received  under  the  old  system 
and  those  requested  from  the  computer. 

2.  The  forms  used  for  recording  information  and  trans¬ 
actions  and  preparing  inputs  for  the  processing  unit. 

3.  The  volumes  of  data  flow  at  various  periods  of  time. 

4.  The  routing  of  data  flow. 

5.  Rolos  of  the  various  employees  involved  In  the  process, 
the  functions  they  fulfill,  the  skills  they  need  under 
the  old  system  and  thoso  needed  under  the  automated 
system, 

6.  The  time  factor  Involved  in  various  phases  of  the  process, 
such  as  reports  due,  statements  cycling,  etc. 


7.  The  supplies  on  hand  and  those  needed  for  the  conversion 
and  post-conversion  periods. 

8.  The  types  of  equipment,  to  be  eliminated,  changed,  or 
added  as  a  result  of  the  conversion. 

9.  Coat  of  the  conversion  plan  and  execution. 

10.  Responsibility  of  management  and  non-management  employees 
under  the  old  system,  during  the  conversion  and  once  the 
system  is  automated. 

In  the  four  banks  using  a  correspondent  bank  service,  the 
data  collection  on  the  above  items  was  carried  out  under  the  in¬ 
structions  of  the  service  provider.  The  role  of  the  subject  bunk 
became  a  relatively  passive  one,  that  of  supplying  the  information 
and  following  tho  instructions  of  the  service  provider.  Tho  only 
difficulty  mentioned  was  that  certain  typos  of  information  were  not 
readily  available,  making  it  difficult  for  the  planner  who  had  to 
work  without  them. 

For  the- eight  banks  using  on-premises  arrangements,  the 
information  collection  became  more  involved  and  problematical. 

The  people  responsible  had  to  design  their  own  system,  and  even  where 
help  was  received  from  the  equipment  manufacturers,  the  burden  fell 
mainly  on  the  people  inside  the  bank,  In  threo  of  the  bunks  where 
new  people  were  hired  to  execute  tho  conversion  and  munugo  the  new 
facilities,  some  difficulties  in  obtaining  u 1 1  tho  necessary  data 
were  expressed.  In  four  of  the  banks  the  people  responsible  stated 
that  information  collection  was,  at  this  phase,  lacking  and,  as  such, 
had  caused  inefficiencies  during  tho  conversion  period.  The  inability 
to  do  u  good  Job  in  studying  one's  own  organization  was  explained  by 
the  inexperience  of  the  parson(sj  responsible  for  the  Job,  the  time 
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pressure  under  which  the  conversion  was  planned  and,  finally,  the  lack 
of  understanding  of  what  the  new  system  was  supposed  to  achieve. 

4,  Commitment  of  Resources  and  Time 

The  length  of  time  between  the  decision  to  use  EDP  and  the 
first  successful  run  on  the  computer  depends  on  several  factors: 

1.  The  type  of  arrangement  chosen  by  the  bank. 

2.  The  need  felt  among  the  decision  makers  in  the 
banks  as  to  when  computer  services  are  needed. 

3.  The  amount  of  resources  in  money  and  people  in¬ 
vested  in  the  conversion  process, 

Prom  Tabic  6.3  we  note  that  the  average  length  of  time 
needed  for  executing  the  decision  was  shortest  in  the  bank  using 
an  off-premiaes  arrangement.  It  should  be  noted  that  the  bunk 
that  converted  within  a  month  end  a  half  after  the  decision  ran 
into  considerable  problems  and  hud  to  convert  the  same  function 


TABU  6.3 

LENGTH  OH  TJM1I  BETWEEN  Tllb  FINAL  DIVISION 
TO  AUTOMATE  AND  Till]  HIRST  CONVERSION 


Type  of  Bunk 

N 

Average 
length 
in  Month 

Range 
in  Months 

On “promises  LDP 

8 

13.2 

6.5  17,0 

Off-premises  EDI’ 

5 

3.8 

i ,  5  ■  5,0 

.Joint  Venture 

'I 

U 

10. 5 

8,0  -  13.0 

Total 

IS 

8.7 

_ 

1.5  -  17.0 
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twice.  But  the  remaining  four  banks  had  only  minor  problems  I 

during  the  conversion  which  were  not  attributed  to  the  time 

element.  The  main  reason  being  that  in  the  four  cases  the 

service  provider  had  considerable  experience  in  convert inp 

other  banks,  and  unexpected  problems  were  minimal. 

In  comparison  it  took  the  banks  using  on-premises 
arrangements  an  average  of  13.2  months  to  achieve  the  first 
successful  run.  The  main  reason  was  the  time  required  for 
supplying  the  equipment  from  the  manufacturer,  as  the  average 
length  of  time  bei ween  the  arrival  of  the  equipment  and  the  "irst 
run  was  dose  to  three  months. 

During  the  period  between  the  decision  and  the  conversion, 
at  least  one  person  in  the  bank  had  to  spend  all  his  time  on 

i 

conversion  planning  and  preparation.  In  most  of  tho  banks  additional 
people  were  involved  full  or  part-time.  In  the  banks  having  their 
own  computers,  an  average  team  of  throe  people  wue  involved  in  tho 
preparation  for  the  computer,  while  in  tho  banks  using  off-promises 
arrangements  the  average  was  l.S  persons.  , 

This  demand  on  the  time  of  their  employees  caused,  In 
several  banks,  complaints  from  top  management  and  the  operations 
people.  The  nature  of  bank  operations  is  such  that  most  of  the 
work  has  to  be  done  on  a  daily  basis  and  cannot  be  postponed  for 
longer  periods,  and  the  removal  of  key  operations  people  from  the 
dully  operations  caused  pressure  on  other  employees  and  management. 

«  j 

j -  | 

See  Pp.  141-143  I 
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5.  Who  is  Responsible  for  the  Conversion? 

At  the  beginning  of  the  chapter  it  was  indicated  that  in 
many  of  the  banks  the  senior  decision  makers  considered  their  jobs 
complete  once  they  had  chosen  a  specific  arrangement.  At  this  point, 
they  felt,  the  problem  becomes  an  operational  one  and  should  be 
handled  by  the  operations  people.  This  attitude  opposes  the  one 
taken  by  many  management  consultants  and  experts  in  the  field. 

In  a  study  by  McKinsey  and  Company  of  27  large  firms,  one  of  the 
major  conclusions  was  that  "computer- systems  success  is  more  heavily 
dependent  on  executive  leadership  than  on  any  other  factor.  No 
company  achieved  above-average  results  without  the  active  partici¬ 
pation  of  management."  (Garrity,  1963,  p.  13) 

In  six  out  of  the  ten  banks  in  the  present  study,  the  planning 
of  the  conversion  was  done  by  a  junior  officer,  and  only  in  two  cases 
by  a  senior  officer  (Table  G.4).  In  nine  of  the  fifteen  banks,  the  major 
responsibility  for  planning  or  coordinating  the  conversion  was  removed 
from  the  person  guiding  the  process  prior  to  the  decision,  and  trans¬ 
ferred  to  persons  at  a  lower  level  or  to  newly  hired  people  who  were 
EDP  experts  but  lacked  familiarity  with  the  bank. 

All  four  banks  that  decided  to  use  a  correspondent  bank 
computer  left  the  entire  planning  to  the  representative  of  the 
service  provider,  and  had  only  a  liaison  man  in  the  bank  to 
coordinate  the  activities. 

In  all  but  two  banks  the  planning  and  responsibility  of 
execution  was  the  work  of  a  single  person  in  the  bank  (Table  6.4). 

Only  in  two  banks  was  a  committee  formed  to  plan  the  conversion. 
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Proposition  No.  16:  The  use  of  outside  help  during  the 
conversion  period  is  limited  to  help  and  advice  received 
from  the  service  or  equipment  supplier.  No  effort  is  made 
to  recruit  any  other  help  or  advice. 

Proposition  No.  17:  The  planning  and  execution  of  the 
conversion  is  perceived  as  an  operational  problem. 

Senior  management ,  outside  the  operation  department , 
plays  a  passive  role  during  this  period. 


B.  The  Conversion  Period 


1.  Possible  Approaches  to  the  Conversion  Problem 

Khen  a  conversion  is  planned,  a  number  of  decisions  have  to 
be  made  with  respect  to  the  approach  taken  in  executing  the  conversion. 
Several  of  these  decisions  are  common  to  all  banks,  regardless  of 
what  type  of  arrangement  is  used,  while  others  are  directly  related 
to  the  specific  arrangement  chosen. 

Those  decisions  common  to  all  banks  include  '  following 
questions: 

a)  Should  an  exact  time  table  and  step-by-step  conversion 
plan  be  outlined  or  should  the  problems  be  approached 
one  at  a  time,  moving  to  a  next  step  only  if  the 
previous  one  is  satisfactory,  with  no  time  constraint? 

b)  Should  the  conversion  of  a  given  application  be  done 
in  sections  or  should  the  whole  function  be  converted 
at  once. 

c)  Should  there  be  a  parallel  run  of  the  old  system  until 
the  new  system  runs  smoothly,  or  should  the  conventional 
system  be  dropped  at  the  time  the  new  system  starts 
operating? 
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d)  Should  more  than  one  function  be  planned  for  conversion 
at  the  same  time? 

In  banks  using  on-premises  EDP  or  belonging  to  a  joint  venture  the 
following  questions  arise: 

e)  For  a  given  function  should  the  center  utilize 
existing  systems  and  programs  (canned  programs) 
or  should  it  write  new  programs  based  on  its 
own  needs? 

In  banks  belonging  to  a  joint  venture  one  further  question  arises: 

f)  Should  all  the  banks  belonging  to  the  center  convert 
a  given  function  at  the  same  time,  and  if  not,  in 
what  order  and  over  what  period  of  time? 

Some  of  the  above  questions  were  already  covered  in  earlier 
sections  and  will  be  mentioned  here  only  briefly;  others  will  be 
discussed  in  more  detail  below. 

a.  Detailed  plan  or  the  "stepping-stone"  approach.  Only 
in  Irare  cases  was  any  specific  time  table  discussed  during  the 
decision  period.  In  some  cases  a  general  idea  of  the  dates  for 
conversion  was  given,  but  in  others  the  decision  to  automate  was 
more  of  an  approval  of  the  idea  and  the  specific  arrangement 
rather  than  an  approval  of  a  plan  and  a  timetable.  For  the  banks 
ordering  on-premises  equipment,  the  date  of  conversion  is  often 
determined  by  the  delivery  date  of  the  equipment,  while  by  those 
using  off-premises  service  it  is  often  determined  by  the  service 
provider. 

Although  it  would  be  expected  that  a  detailed  timetable 
would  be  set,  in  order  to  avoid  the  cost  involved  in  keeping 
idle  equipment,  over  half  of  the  banks  preferred  not  to  establish 
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such  a  timetable,  or  to  feel  committed  to  one  even  if  it  was  estab¬ 
lished.  This  was  especially  true  among  the  banks  that  decided  to 
convert  in  sections,  determining  the  conversion  date  for  each 
section  only  after  the  conversion  of  the  previous  section  was 
successfully  completed. 

b.  Converting  by  sections  or  all  at  once.  Both  approaches 
have  their  advantages  and  disadvantages.  When  a  bank  chooses  to 
convert  a  given  function  by  sections,  the  possibility  of  "bugs"  in 
the  program  effecting  the  daily  operations  is  limited  to  only  part 
of  the  accounts  involved.  Another  advantage  of  this  approach  is 
that  the  staff  involved  learns  as  it  moves  along  with  the  conversion 
and  can  improve  the  system  throughout  the  conversion.  The  disadvantage 
is  that  operations  of  a  given  function  are  separated  into  two  systems 
which  require  two  different  staffs,  causing  problems  similar  to  the  one 
evident  when  a  parallel  run  is  used. 

Of  the  IS  banks,  eight  chose  to  convert  a  given  function  at 
once,  while  of  the  remaining  seven,  four  converted  the  first  function 
by  sections  according  to  the  ledger  books  and  three  converted  by 
applying  it  to  one  branch  at  a  time.  No  significant  difference  in  the 
success  of  a  conversion  could  be  attributed  to  the  approach  taken 
by  the  banks. 

c.  The  use  of  parallel  run.  The  parallel  run  of  the  old  and 
new  systems  is  used  to  check  the  new  system  for  errors  and  the  old 
system  can  be  utilized  as  a  back-up  if  difficulties  develop  in  the 
automated  one.  There  are  two  major  disadvantages  for  using  a  parallel 
run.  One  is  that  each  item  or  document  has  to  be  processed  twice. 


This  puts  a  time  and  resources  pressure  on  the  bank,  especially  if 
the  conversion  is  of  demand  deposits  where  output  is  needed  overnight. 
The  second  is  the  problem  of  balancing  the  outputs  of  the  two  systems 
for  comparison  purposes. 

Seven  of  the  banks  did  not  use  any  parallel  run,  while  of  the 
remaining  eight  banks  which  tried  to  utilize  it,  three  had  to  drop  it 
within  a  short  time  because  of  the  difficulties  mentioned  above.  It 
was  generally  agreed  among  the  bankers  that  the  utility  of  a  parallel 
run  for  more  than  an  initial  check  of  the  output  is  doubtful  at  best. 

d.  How  many  functions  to  convert  at  once.  As  was  mentioned 
in  Chapter  V,  most  banks  make  an  automation  plan  for  only  one  function 
at  s  time.  Of  the  seven  banks  which  decided  initially  to  convert 
more  than  one  application,  six  started  to  plan  the  conversion  of  the 
second  application  only  after  they  felt  the  first  was  running  success¬ 
fully.  Only  in  one  of  the  banks  were  the  two  applications  converted 
simultaneously  and  on  the  advice  of  the  correspondent  bank  providing 
the  service. 

e.  Usage  of  "canned"  systems  and  programs.  This  question 
applies  only  to  banks  using  on-premises  EDP  or  belonging  to  a  joint 
venture.  None  of  the  ten  banks  in  these  groups  used  exclusively 
canned  programs,  although  four  of  them  modified  existing  programs 
for  their  own  use.  Six  of  the  banks  started  their  system  design 
almost  from  scratch.  They  believed  their  problems  to  be  different 
from  those  for  which  the  canned  programs  were  written,  and  that  it 
would  take  too  much  time  and  effort  to  modify  the  existing  programs. 

All  of  the  banks  had  started  their  programming  efforts  before 
the  equipment  itself  had  arrived,  but  only  one  had  completed  and  tested 
the  programs  on  someone  else's  EDP  before  the  installation  of  its  own 
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equipment.  This  bank  was  ready  to  convert  as  soon  as  it  received 
the  computer.  The  writing  of  one's  own  programs  proved  to  require 
considerable  time,  always  more  than  was  originally  anticipated.  At 
the  same  time  it  helped  the  people  directly  involved  to  study  the 
new  system  and  its  use. 

f.  Which  bank  to  convert  first.  In  both  banks  belonging 
to  a  joint  venture,  the  conversion  of  individual  banks  was  done  one 
at  a  time,  and  in  both  cases  the  bank  closest  to  the  computer  center, 
geographically,  was  the  first  to  be  converted.  As  it  turned  out, 
every  bank  in  the  two  groups  was  willing  to  give  another  bank  the 
honor  of  the  first  conversion  and  that  of  cleaning  the  "bugs"  from 
the  program.  While  lengthy  discussions  might  be  spent  on  determining 
the  order,  its  impact  was  not  considered  by  the  banks  to  be  of  major 
importance. 

2.  What  Goes  Wrong  in  a  Conversion  and  Why 

In  several  of  the  participating  banks,  problems  developed 
during  the  actual  conversion.  In  most  of  them,  the  problems  were 
related  to  the  inexperience  of  the  employees  of  the  bank  in  pre¬ 
paring  the  input  for  the  computer  rather  than  to  the  system  itself. 

While  in  three  of  the  banks  it  took  several  weeks  to  overcome  such 
problems,  in  most  of  the  others  it  was  solved  within  a  few  days. 

Two  of  the  banks  experienced  much  more  serious  problems 
and  one  of  the  two  cases  is  described  below  in  order  to  outline 
some  of  the  mistakes  made  before  the  conversion  started. 

The  bank  which  decided  to  use  a  new  service  bureau  attempted 
the  first  conversion  only  45  days  after  the  decision  was  made.  Planning 


the  conversion  was  left  to  a  supervisor  hired  during  the  decision 
period  specifically  for  the  purpose  of  supervising  the  automated 
functions  in  the  bank.  The  following  interview  quotes  explain 
what  happened. 

The  auditor  of  the  bank  gave  the  following  details: 

"We  tried  to  convert  all  the  accounts  at  once 
at  the  close  of  a  business  day  in  the  middle  of  the  week. 

And  the  next  morning,  after  working  all  night,  we  dis¬ 
covered  we  would  never  be  able  to  do  it.  We  discovered 
we  didn't  have  the  appropriate  forms  set  up  and  were  miss¬ 
ing  the  appropriate  information  to  do  such  a  conversion. 

Our  biggest  discovery  was  that  our  ledger  accounts  were 
not  numbered,  and  we  had  first  to  number  them,  and  then 
plan  the  conversion.  We  had  to  tell  the  executive  vice- 
president  in  the  morning  that  we  couldn't  do  it." 

The  executive  vice-president  who,  like  the  auditor,  had  no 

previous  EDP  experience  explained: 

"The  conversion  was  planned  by  the  supervisor 
of  demand  deposits,  the  cashier  and  the  auditor  of  the 
bank.  I  saw  myself  responsible  for  the  conversion  but 
the  work  was  done  by  my  subordinates  rather  than  by  me. 

"The  first  time  that  we  tried  to  convert  was  on 
a  Wednesday  afternoon,  and  it  did  not  work  because  we  had 
too  short  time  to  complete  the  conversion.  The second 
^time,  we  tried  to  convert  on  a  Friday  afternoon  which  gave 
us  a  whole  weekend  to  get  the  bugs  out  of  the  operation. 

And,  the  second  time  we  still  had  a  lot  of  problems  which 
resulted  in  about  40  per  cent  rejects,  which  made  it  almost 
impossible  to  use  the  computer.  For  about  a  week  we  were 
not  able  to  return  anyone's  checks  even  if  it  was  not  paid 
for,  because  we  feared  it  might  be  our  mistake  rather  than 
an  unpaid  balance.  This  was  the  time  when  many  in  the  bank 
suggested  dropping  automation  altogether.  But  I  suggested 
measures  to  move  to  self-posting  on-premises  and  sent 
it  to  the  computer  center  afterwards  (parallel  run). 

It  helped  to  reduce  the  percentage  of  rejects  to  about 
five  per  cent  and  a  few  dropped  later  to  only  two  per 
cent." 

The  bookkeeping  supervisor,  the  only  person  in  the  bank 
with  previous  EDP  experience,  saw  it  from  a  different  point  of  view. 
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"I  was  very  dissatisfied  with  the  help  we  received 
from  the  computer  center.  I  feel  that  was  one  of  the  reasons 
we  had  to  do  the  conversion  twice.  I  feel  that  some  of  the 
problems  in  the  first  conversion  were  a  result  of  the 
initially  bad  system  which  the  bank  operated  before  the 
computer  time,  I  believe  that  if  this  system  would  have  been 
better  there  wouldn't  have  been  that  many  problems  in  the 
conversion." 

This  interviewee  was  not  sure  who  the  officer  responsible 
for  the  conversion  was.  He  thought  It  might  have  been  the  cashier 
but  said  it  was  never  clarified,. 

After  the  first  attempt  to  convert  failed,  several  officers, 
including  the  cashior  and  the  auditor,  wanted  to  return  to  the  manual 
system  and  drop  the  HOP  idea  altogether.  They  claimed  that  the  bank 
accounts  were  off  by  $6,000,  although  it  turned  out  that  the  actual 
difference  was  closer  to  $100,  When  the  senior  management  discovered 
it  was  possible  to  reduce  the  number  of  rejects  and  that  the  differences 
were  minimal,  they  overruled  the  objections  of  middle  management  and 
decided  to  go  on  with  the  Conversion. 

Tho  above  quotes  an^othcrjjvidqnc^  points  toward  some  of  the _ 

mistakes  made  in  this  case: 

a)  The  lack  of  recognized  authority  at  the  top  level, 
which  would  supervise  or  closely  follow  the  execution 
of  the  decision. 

b)  The  incxpcrionco  of  a  now  person  In  the  hunk  who  was 
not  familiar  with  this  bunk's  operations. 

c)  Lack  of  experience  of  the  service  provider, 

d)  Lack  of  detailed  planning  of  the  conversion. 

•)  Time  constraint  imposed  by  the  short  spun  of  tlmo 

between  making  the  decision  until  the  first  conversion. 
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C.  Post  Evaluation  of  the  Process 

None  of  the  banks  visited  conducted  any  formal  post -evaluation 
of  the  decision  process  or  of  the  results  achieved.  Therefore,  it  was 
necessary  to  rely  on  opinions  of  individuals  in  arriving  ut  the  bunkers' 
evaluation  of  their  own  decision. 

Most  critical  were  the  officers  in  banks  moving  toward  on¬ 
premises  arrangement.  Only  in  one  out  of  eight  banks  did  the  officers 
interviewed  state  that  they  would  have  done  the  same  if  they  had  to 
repeat  the  decision.  The  major  criticism  was  that  not  enough  time 
and  resources  were  allocated  to  the  pre-decision  investigation  And 
conversion  planning,  In  four  of  the  eight,  the  people  directly 
involved  emphasized  that,  based  on  the  experience  they  gained,  they 
would  advise  others  to  move  much  slower.  In  two  other  banks  serious 
doubts  were  voiced  about  it  being  the  right  decision  to  get  their  own 

equ^snent.  The  senior  operations  officer  in  one  oj^those  banks  put _ 

It  this  way: 

"If  1  had  to  start  it  all  over  again,  1  believe  1 
would  have  been  much  more  cautious  and  not  rush  Into  our 
own  computer  operation.  1  would  first  survey  the  area  and 
discuss  with  other  bankers  in  the  area  the  possibility  of  a 
Joint  venture  or  some  other  concentration  of  efforts  in  EDP. 

We  imposed  too  much  burden  on  ourselves  by  having  our  own 
computer." 


3This  section  summarizes  the  post-evaluation  as  reflected  by  the  bunkers 
themselves.  Chapter  VI 11  will  include  evaluation  of  the  results  and  will 
relate  them  to  the  behavioral  concepts  and  the  hypothesis  discussed  in 
Chapters  1  and  11. 
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A  Junior  officer  in  the  same  bank  further  expressed  his 
opinions  on  who  should  get  their  own  computer. 

"...unless  you  huve  the  money  to  support  u  program¬ 
ming  staff  and  systems  stuff  the  computer  operation*  i*  not 
u  big  money  saving  proposition.  Of  course,  you  need  to  be 
of  a  certain  sire  before  you  con  afford  having  such  u  stuff 
and  we  are  tou  small... in  many  cases  the  people  (employees) 
would  tell  the  customer  the  computer  made  a  mistukc  not 
understanding  that  the  reason  it  fulled  is  bccuuae  of  op¬ 
erations  feeding  In  incorrect  input." 

Other  criticism  was  directed  toward  the  oducutiori  nnd  support 
solicited  during  the  decision  und  conversion  periods.  Several  oper¬ 
ations  people  said  that  ns  a  result  of  not  enough  attention  given  to 
this  subject, they  had  difficulties  utilising  HUP  In  the  best  possible 
way.  As  uric  lil)P  manager  put  it. 

"Our  experience  to  date  was  not  too  pleasing. 

We  moved  too  quickly  and  the  process  Involved  u  tremendous 
amount  of  work  by  key  people  in  the  bunk.  Sometimes  1  feel 
us  if  we  wore  working  for  the  computer  center  rather  than  vice 
versa,  We  were  warned  this  would  happen  but  did  not  believe 
it,,.. maybe  we  should  have  gone  to  a  correspondent  bunk," 

Although  the  benefits  from  using  a  computer  service  of  a 

correspondent  bank  mights  bo  loss,  there  seems  to  exist  less  di#» 

satisfaction  uniung  bunkers  in  this  group.  None  of  the  four  banks 

using  this  type  of  arrangement  voiced  any  criticism  or  dlaaut Ufavt Ion, 

To  summarize,  the  post -evaluat Ion  suggest  ions  are  mainly 

directed  toward  the  execution  of  the  decision,  and  only  in  a  few  cases 

Ls  the  decision  itself  questioned,  H  is  important  to  note  that  In 

the  banks  Included  in  the  study,  the  whole  experience  wus  still  new, 

and,  as  a  result,  post-evaluation  efforts  were  limited, 

In  this  and  the  previous  chapter  the  decision  process,  the 

decision  itself,  and  the  conversion  were  reviewed,  Hawed  on  the  data 

presented  in  the  two  chapters,  u  descriptive  decision  model  is 

outlined  in  the  following  chapter. 


VII.  THE  DECISION  MODEL  -  A  DESCRIPTIVE  APPROACH 


A  bank  interested  in  automation  has  to  go  through  a 
number  of  phase*  before  a  decision  is  made.  It  is  assumed 
that  the  process  can  be  broken  down  into  a  series  of  sequential 
action*  or  questions  to  be  answered.  Each  bank  goes  through  the 
process  as  a  whole  only  once,  unless  the  process  was  stopped 
before  a  positive  decision  to  automate  was  made.  In  this  case, 
the  bank  might  start  the  process  again  after  some  time  duo  to 
the  appearance  of  new  triggering  cues.  Although  for  the  indi¬ 
vidual  bank  it  is  a  one-time  decision,  the  various  phases  and 
actions  are  common  to  the  majority  of  banks  going  through  the 
process  and,  therefore,  it  is  believed  the  decision  process  can 
be  described  in  a  model. 

This  chapter  Includes  three  sections:  the  first  outlines 
the  model  for  the  decision  process  up  to  the  point  of  decision 
through  the  conversion  of  the  first  application.  The  middle 
section  describes  the  process  of  seeking  and  getting  support. 

The  third  section  outlines  the  model  from  the  point  of  decision 
through  the  conversion  of  the  first  application,  As  an  example, 
tho  decision  process  followed  by  three  of  the  bunks  is  presented 
in  appendix  D,  utilizing  the  descriptive  model  outlined  in  this 
chapter. 

A,  Phases  in  the  Decision  Process 

Jt.  Is  not  nveessury  that  a  given  bank  move  through  all 
the  phases  in  the  model,  but  it  is  assumed  that  the  process  will 
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proceed  from  the  starting  point  (1)  and  continue  following  a  given 

route  until  it  reaches  one  of  the  two  terminal  points  (19  or  53), 

A  given  bank  might  collapse  two  successive  phases  into  one  when  its 

management  describes  the  specific  route  they  chose.  In  other  cases 

a  given  phase  might  have  been  irrelevant  for  the  bank  and,  therefore, 

the  activity  at  a  given  phase  might  be  described  as  zero,  but  the 

bank  is  still  following  the  route  and  does  not  need  to  relate  itself 

to  phases  not  described  in  the  model. 

The  model  was  developed  in  the  following  way.  The  actual 

decision  process  for  each  participating  bank  was  outlined  in  rough 

form,  using  the  major  parts  of  the  process  described  in  Chapter  V. 

These  actions  were  broken  down  further  into  phases  of  two  different 

types.  The  first  one  is  referred  to  as  an  "action"  carried  out  by  any 

of  tho  people  involved  in  the  process.  The  second  is  a  "question" 

phase  where  the  person(s)  involved  had  to  make  a  positive  or  negative 

choice  before  he  could  move  to  the  next  phase. 

The  result  is  the  model  outlined  in  Figure  7.1  which  consists 
2 

of  33  phases. 

1.  (E)  Triggering  Cue.  A  triggering  cue  is  needed  to 
initiate  the  process.  In  most  cases,  it  is  in  the  form 
of  a  proposal  to  supply  a  computer  or  computing  services 


' In  tho  text  the  number  refers  to  the  phase  number  in  the  figure,  me 
letter  in  parentheses  refers  to  the  type  of  activity:  A  -  Action;  Q  - 
Question;  E  -  Entry;  T  -  Terminal.  Next  to  the  title  of  each  phase  the 
preceding  phase(s)  is  recorded,  and  in  the  description  of  each  phase  or 
at  the  end  of  it  appears  the  succeeding  phase(s) . 

2  Figure  7.1 

The  different  types  of  phases  are  indicated  as  follows: 

"Action"  -  a  rectangle; - 1  with  one  arrow  leading  out. 

"Question"  -  an  ellipse  r  ~owith  two  arrows  leading  out,  one  marked 
Y  (for  yes)  and  the  other  N  (for  no). 

Entry  point  -  . --r-where  the  process  or  subprocess  starts 

Terminal  point  - 1  —  ^  where  the  process  or  subprocess  ends 
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from  a  service  provider  or  equipment  manufacturer,  as 
was  the  case  in  16  of  the  23  banks  in  this  study.  (Table 
S.3)  In  the  minority  of  cases  no  such  outside  initiative 
could  be  identified  although  it  is  believed  that  at  least 
some  outside  contacts  were  made  in  all  cases.  (Move  to  *2) 

2.  (Q;  Are  their  operational  problems?  (From  #1)  In  Table 

5.2  operational  problems  are  identified  as  the  main  reason 
for  considering  automation  in  the  bank. 3  Unless  such 
problems  exist  at  the  time  the  outside  contact  is  made, 
or  it  is  feared  they  might  soon  arise,  there  is  little 
chance  for  the  process  to  proceed.  (Move  to  *19  if  no;  to 
#3  if  yes) 


3.  (Q)  Should  automation  be  considered?  (From  #2,  *5,  #16,  or  #18) 
This  question  arises  several  times  throughout  the  process.  In 
each  case  the  persons  involved ^iave  to  determine  their  interest^ 
in  EDP  and  their  willingness  to  invest  the  resources  of  time 
and  money  in  investigating  the  possibility  of  automation.  The 
answer  to  this  question  is  usually  the  responsibility  of  the 
person  guiding  the  process.  The  first  time  he  faces  it  is 
when  operational  problems  become  evident  (#2) .  If  he  does 
not  consider  automation  as  a  possible  solution,  a  move  is 
made  toward  examining  the  possibility  of  modifying  the 
existing  system  through  some  other  method,  (Jiove  to  #16) 


3The  decision  process  applies  to  these  banks  deciding  to  consider 
EDP  due  to  operational  problems,  which  is  the  case  for  -lost  banks. 
In  the  limited  number  of  cases  where  the  bank  initiates  the  process 
for  other  reasons  some  deviations  iro*  the  described  process  might 
occur. 


The  decision  guider  might  face  the  question  again  if  he 
discovers  that  no  other  modifications  of  the  existing 
system  are  evident  (#16  *  No)  or  that  the  results  of 
the  conventional  modifications  are  unsatisfactory  (#1 8  =  No), 

The  question  might  arise  again  even  if  it  has  been 
decided  to  consider  automation.  This  happens  after  it  has 
been  discovered  that  the  solution  of  automation  does  not 
fit  the  goals  and  expectations  (#S)  regarding  a  specific 
function. 

A  positive  or  negative  response  to  the  question 
depends  on  several  factors  discussed  in  Chapter  V,  s-..h 
as  the  degree  of  pressure  of  operational  problems,  the 
amount  of  contact  with  outside  interested  parties,  the 
exposure  to  automation  in  literature  and  discussions 
with  other  bankers.  With  the  increasing  role  of  EDP 
in  banking  it  can  be  assumed  that  once  the  operational 
problems  arise  and  outside  contact  is  made,  an  i ncreasing — 
number  of  persons  who  are  facing  the  questions  will  decide 
to  answer  the  question  with  a  yes,  thus  moving  on  to 
phase  <4. 

This  is  also  the  phase  where  the  person  involved 
considers  for  the  first  time  what  he  expects  from  automation 
and  what  he  believes  its  impact  will  be  on  the  bank.  (If 
yes,  move  to  #4;  if  no,  move  to  #16) 
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4.  (A)  Determine  Sperjfjc  Functions.  (From  #3)  It  was 
emphasized  on  p.  84  that  in  most  cases  only  one  or  at  most 
two  functions  are  subject  to  the  initial  consideration  of 
automation-  In  most  cases,  the  selection  of  functions  to 
oe  considered  for  automation  is  considered  an  easy  one  for 
the  person  involved  and  is  determined  by  the  operational 
pressures.  (Move  to  #5). 

5.  (Q)  Will  automation  meet  goals  and  expectations?  (From  #4) 
Once  the  person  guiding  the  process  has  decided  to  consider  the 
possibility  of  automation  he  starts  to  develop  a  set  of  goals 
or  expectations.  Before  support  is  solicited  from  top  manage¬ 
ment  or  other  key  personnel  in  the  bank,  he  has  to  determine 
whether  or  not  the  possibility  of  automation  meets  his  goals 
and  expectations  and  those  of  the  men  from  idiom  support  is 
requested  and  needed.  If  doubts  arise  at  this  phase,  the 
whole  issue  of  automation  will  be  reconsidered  (Return  to 

_ £3)4  ^itherwiae,— the  next  step  will  be  to  solicit  support 

of  the  idea.  (Move  to  #6) 

6-  (Q)  Is  there  support?  (From  #5)  Up  to  this  phase  the  only 
one  taking  an  active  part  was  the  person  guiding  the  process, 
and  the  activity  was  limited  mainly  to  a  thinking  process.  In 
order  to  develop  the  process  any  further,  additional  persons 
are  needed  in  the  role  of  support  givers.  The  process  through 
which  a  support  giver  decides  to  give  or  hold  back  is  described 
in  subprocess  A,  (See  Section  B).  If  the  support  is  given,  the 
next  phase  is  to  identify  the  specific  type  of  arrangements  to 
be  considered  (to  #7);  but  if  there  is  no  support,  further 
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information  to  justify  the  basic  notion  of  automation  has 
to  be  collected  (to  #14). 

7.  (A)  Identify  type  of  arrangement.  (From  #6  or  #15)  The 
initial  consideration  of  automation  (#3)  gave  the  people  in  the 
bank  some  information  on  what  types  of  automation  arrangements 
are  available  in  a  given  area.  Consideration  is  given  here, 
not  necessarily  to  a  specific  supplier  of  equipment  or  EDP 
services,  but  rather  to  a  type  of  arrangement  such  as  on-premises 
or  off-premises.  In  Chapter  V,  five  types  of  arrangements,  four 
major  and  one  specialized,  were  reviewed.  In  some  areas  not 

all  of  the  arrangements  are  available,  but  in  almost  all  cases 
there  is  a  choice  between  more  than  one  possible  arrangement. 

Usually  only  one  type  is  selected  for  consideration  at  a 
given  time,  utilizing  in  the  selection  only  minimal  formal 
information,  and  emphasizing  informal  talks.  (Move  to  #8) 

8.  (Q)  Does  the  suggested  type  of  arrangement  meet  goals  or _ 

expectations?  (From  #7)  The  goals  and  expectations  considered 

are  heavily  dependent  on  the  general,  non-automation  goals 
and  expectations  of  top  management  in  the  bank.  For  example, 
if  top  management  is  suspicious  of  the  larger  banks  in  the 
area,  and  h.3s  the  goal  of  remaining  independent,  it  will  be 

4 

reluctant  to  consider  a  correspondent  bank  EDP  arrangement. 

(If  yes,  move  to  #9;  if  no,  move  to  #20). 

9.  (A)  Collect  information  and  proposals.  (From  #8,  #27,  #21,  or  #10) 
Once  the  type  of  arrangement  has  been  chosen,  the  person  guiding 

the  process,  possibly  with  the  help  of  some  junior  people  in  the 
bank,  will  proceed  to  solicit  specific  proposals  to  supply  EDP 


The  specific  goals  and  expectations  are  discussed  on  Pp.  84-93. 
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services  or  equipment.  The  time  it  takes  to  complete  this 

phase  will  depend  on  the  number  of  proposals  solicited  and 

the  speed  with  which  such  proposals  can  be  submitted  by  the 

outsiders.  (Move  to  #10)  f 

10.  (Q)  Is  there  enough  information?  (From  #9,  #28  or  #12) 

Usually  only  one  or  two  complete  proposals  will  be  suhaitted 
(#9  or  #28),  and  the  question  will  arise  if  this  is  enough. 

In  most  banks  only  a  limited  search  will  be  applied,  at  the  ] 

end  of  which  the  answer  will  be  Yes,  moving  to  #11. 

The  question  of  sufficient  information  might  develop  at 
a  later  stage  as  a  result  of  difficulties  in  arriving  at  a  final 
decision  (#12  or  #31),  in  which  case  the  probability  of  returning 
for  further  proposal  soliciting  will  increase.  (Move  to  #9) 

11.  (A)  Evaluate  and  rank  proposals.  (From  #10)  If  more  than 
one  complete  proposal  was  submitted,  the  persons  guiding  the 
process  and  gathering  the  information  will  summarize  them 

and  attach  a  normative  evaluation  to  each  proposal,  ranking 
them  from  the  most  to  least  favorable.  (Move  to  #12) 

12.  (Q)  Is  top  alternative  satisfying?  (From  #11)  Once  all 
existing  proposals  have  been  ranked,  the  highest  one  receives 
the  most  attention  before  it  is  submitted  for  final  approval. 

It  is  then  determined  if  it  satisfies  the  goals  and  expectations; 
and  if  this  is  not  the  case,  further  information  is  collected. 

(return  to  #10)  If  the  process  guider  believes  the  highest 
ranked  proposal  is  satisfactory,  he  will  submit  it  for  final 
approval,  (to  #13) 


13.  (Q)  Is  there  support?  (From  #12  or  #31)  The  support  giving  or 
withholding  decision  is  made  in  a  similar  manner  to  the  one 

in  the  early  stages  of  the  process.  (#6)  A  positive  response 
completes  the  decision  process  (to  #33),  although  if  doubts 
exist  or  support  is  rejected,  further  search  for  information 
will  be  initiated,  (to  #29) 

14.  (A)  Collect  additional  information.  (From  #6)  Refusal 
by  top  management  to  back  the  initiation  of  the  decision 
process  will  result  in  the  collection  of  more  information 

by  the  person  guiding  the  process.  The  information  collected 
will  depend  on  the  reasons  for  refusing  support  and  will  lead 
to  another  attempt  to  solicit  support,  (to  #15) 

15.  (Q)  Is  there  support?  (From  #14)  Having  failed  previously 
to  gain  support  (#16),  this  time  the  support  seeker  will  invest 
more  efforts  in  presenting  his  ideas  knowing  that  another  re~ 

fusal  to  grant  support  might  put  an  end  to  the  process. _ Getting _ 

support  will  result  in  a  move  into  the  mainstream  of  the  process 
(to  #7),  while  a  rejection  will  result  in  an  effort  to  look 

for  a  solution  other  than  automation,  (to  #16) 

16.  (Q)  Can  conventional  modifications  help?  (From  #3  or  #15) 

Once  the  idea  of  EDP  has  either  been  rejected  by  the  process 
guider  (#3) ,  or  has  failed  to  gain  support  from  top  management 
(#15),  the  operations  people  look  for  other  solutions  to  improve 
the  present  system  and  reduce  their  operational  problems.  If  no 
other  solution  looks  feasible,  the  whole  automation  concept  will 
be  reconsidered  (return  to  #3);  but  if  another  way  seems  feasible, 
steps  will  be  taken  to  utilite  it.  (to  #17) 


155 


17.  (A)  Execute  conventional  modifications.  (From  #16  or  #23) 

This  is  carried  out  by  the  operations  people  and  is  followed 
by  an  evaluation  of  the  results.  (to  #18) 

18.  (A)  Are  results  of  conventional  modifications  satisfactory? 

(From  #17)  If  after  the  modifications  the  operational  pressures 
still  exist,  the  question  of  utilizing  automation  will  be  raised 
again  (return  to  #3);  but  if  pressures  arc  relieved,  the  process 
will  come  to  a  temporary  end.  (to  #19) 

19.  (T)  Stop  process.  (Prom  #2  or  #18)  At  various  phases  in 
the  process,  there  exists  the  possibility  that  it  will  be  ter¬ 
minated  until  new  pressures  arise.  It  might  be  a  result  of  tht- 
feeling  that  operational  problems  do  not  actually  exist  (#2), 
or  were  solved  satisfactorily  in  conventional  ways.  (#18) 

20.  (Q)  Is  another  type  of  arrangement  available?  (From  ##,  #24,  #26 
or  #32)  Having  f ejected  one  type  of  arrangement  the  person  guiding 
the  process  has  to  check  if  other  types  are  available.  If  this  is 
the  case,  the  process  moves  to  #24,  otherwise  the  next  phase  will 

be  #21. 

21.  (Q)  Should  the  available  arrangement  be  considered?  (Prom  #20 
or  #22 j  If  it  is  discovered  that  no  other  type  of  arrangement  is 
readily  available,  a  decision  has  to  be  made  as  to  whether  or  not 
the  objections  to  the  available  type  can  be  overcome.  Tills  will 
require  a  re-adjustment  of  the  expectations  concerning  the  utility 
of  a  specific  arrangement  and,  in  some  cases,  also  an  evaluation 
of  goals  of  individual  officers  and  the  bank  as  a  whole.  (If  yes, 
move  to  #9;  if  no,  move  to  #22) 


22.  (Q)  Should  the  automation  procoxa  ht  stopped?  (Prom  #21.  #23, or  #32) 
Once  the  availuble  types  of  arrangements  have  been  rejected  because 
they  have  not  mot  goals  and  expectations,  the  whole  question  of 
utilizing  automation  has  to  be  reconsidered.  If  the  differences 
between  goals  and  expectations  and  what  is  available  are  too 

large  to  overcome,  the  whole  idea  of  automation  might  be 
rejected  for  the  time  being  and  other  solutions  to  the 
operational  problems  will  be  considered.  (Move  to  #23)  On  the 
other  hand,  the  peraona  involved  might  feel  at  this  atage  tlmt 
the  bank  is  alraudy  committed  to  the  idea  of  uaing  HOP,  in  which 
case  they  will  move  back  to  reconaider  what  is  available. 

(Return  to  #21) 

23.  CQ)  Can  conventional  modifications  help?  (Prom  #22)  This 
decision  is  similar  to  #16,  but  the  question  is  asked  at  a  more 
advanced  stage  of  the  procoaa  with  a  yea  answer  leading  to  a 
longer  delay  in  utilizing  EDP  in  the  bank.  (If  yea,  move  to 

#17j  if  no,  return  to  #22) _ 

24.  (Q)  Should  the  arrangement  be  considered?  (Prom  #20)  If 
another  type  of  arrangement  is  available,  the  person  guiding 
the  process  decides  if  he  is  interested  in  considering  it  and  if 
he  knows  enough  about  it.  (Move  to  #28)  if  he  rejects  the 
idee,  he  will  return  to  #20  to  look  at  other  types  of  available 
arrangements. 

25.  (A)  evaluate  the  srranaement.  (Prom  #24)  Having  decided 
to  considei  the  new  type  of  arrangement,  the  person  guiding 
the  process  will  make  some  contacts  with  outsiders  who  provide 
the  service  or  equipment  in  order  to  gather  more  Information 
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about  the  specific  characteristic*  of  thia  arrangement,  With 
this  information  ho  will  proceed  to  decide  if  it  meets  goals 
and  expectations.  (Move  to  *26) 

26.  (Q)  poag  the  type  of  arrangement  aest  goals  and  expectations? 
(Prom  *25)  In  a  fashion  similar  to  phase  »B,  a  positive  answer 
will  lead  to  *27,  a  negative  one  back  to  *30. 

27,  (Q)  Mguld  two  types  of  arrangements  he  considered?  (Prom  *26) 
After  determining  that  a  second  type  of  arrangement  which  meets 
goal*  and  expectations  is  available,  Most  banks  decide  to  disregard 
the  initially  considered  type.  (Move  to  *2B)  In  very  few  cases 

is  it  decided  to  consider  both  types  (Move  to  *tf),  fcr  tartly  are 
proposals  dealing  with  more  than  one  type  of  arrangement  collected. 

2#,  (A)  Collect  Information  and  proposals  cm  approved  arrangements, 
(Prom  *27)  Similar  to  the  action  taken  in  phase  *t>,  (Move  to  *10), 

2».  (A)  colled  iuimonlni  MMIM'  (*'»*«"  After 
discovering  there  i#  no  support  for  a  specific  proposal,  the 
person  guiding  the  process  will  proceed  to  collect  additions! 
supporting  data  on  the  highest  ranked  proposal,  Thia  will 
usually  be  done  with  the  help  of  the  outsider  submitting  that 
proposal,  (Move  to  *  JO) 

so.  (Q)  llhHUMl  same  i»roi>uw*t  1  he  reconsidered?  (Pro*  *20)  The 
person  guiding  the  process  bus  to  evaluate  whether  or  not  to 
try  once  more  to  eeek  approval  for  the  highest  ranking  proposal, 

If  he  decides  to  do  so,  he  will  return  to  *13,  The  alternative 
is  to  start  considering  another  proposal,  (Move  to  *31) 
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31.  (Q)  Should  another  proposal  be  considered?  (Proa  »  30) 

In  the  ease  where  more  then  one  proposal  hen  been  submitted 

(In  #0  or  #2 8),  the  next  highest  ranked  will  now  be  evaluated! 

and  the  process  guider  will  decide  whether  to  submit  it  for 

approval  or  not.  (Move  to  #13}  If  either  no  other  proposals 

are  available!  or  objections  were  raised  during  the  support 

phase  (#13)  to  the  use  of  the  specific  type  of  arrangment,  the 

next  move  will  be  to  reconsider  the  type  of  arrangement,  (Move  to  #32) 

(Q)  Mould  another  type  of  arrangement  be  considered?  (Prom 
#31)  Having  faced  a  rejection  of  one  or  more  propoaali!  the 
person  guiding  the  process  has  to  decide  whether  to  reconsider 
only  a  new  type  of  arrangement  (to  *20).  or  the  whole  automation 
Idea  (to  #22).  In  most  cases,  the  bsnk  is.  at  this  stage, 
committed  to  the  ides  of  automation ,  and  it  is  a  rare  case  when 
no  additional  efforts  to  identify  other  available  possibilities 
are  being  made, 

.13,  Abortive  Decision,  {from  #13)  If  support  U  granted  to 
a  specific  proposal,  it  is  usually  followed  by  a  formal 
approval  of  the  Hoard  of  directors,  and  the  bank  proceeds  to  the 
converaiun  stage. 

8,  The  Support  function  (hub- Process  A) 

At  aeveral  phases  throughout  the  dtclilon  process  (#0,  #13,  and  *13) 
the  person  guiding  the  proceas  seeks  open  support  from  key  persons  In  the 
hank,  In  addition,  at  several  other  phases  where  ho  faces  a  question,  ho 
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might  decide  to  investigate  informally  the  amount  of  existing 
support  for  each  alternative.  Whenever  support  is  sought,  the 
pcrson(s)  who  is  asked  to  give  it  must  decide  whether  to  do  so 
or  hold  it  back.  The  decision  process  followed  in  such  a  case 
is  outlined  in  Figure  7.2  and  described  below. 

The  process  followed  has  similar  characteristics  to  the 
main  decision  process  and  utilizes  the  major  relational  concepts 
of  the  Cyert  and  March  model  (Pp.  14-16) • 

60.  (E)  Request  for  support.  The  request  to  give  support  is 
initiated  by  another  person  in  the  bank.  A  formal  request 
muy  be  made,  but  usually  it  is  done  during  an  informal 
discussion.  (Move  to  #61) 

61.  (I))  Are  goals  and  expectations  met?  (From  #60,  #63,  or  #65) 
The  person  asked  to  give  support  evaluates  how  the  suggested 
subjoct  fits  his  own  goals  and  expectations,  as  well  as  those 
of  the  bank,  In -the  case  where  the  person  asked  bo  give  sup¬ 
port  is  the  president,  it  will  be  difficult  to  separate  the 
two,  In  any  event,  if  the  decision  meets  the  goals  and 
expectations,  support  will  be  given  (Move  to  #68);  but  if  some 
doubts  remain  that  it  does  meet  goals  and  expectations,  further 
steps  are  required.  (Move  to  #62) 

62.  (Q'J  Are  there  suggestions  for  modifications?  (From  #61) 

The  supporter  might  have  immediate  suggestions  for  modifications 
on  the  subject  which  would  make  it  possible  for  him  to  upport 
it.  If  this  is  the  case,  he  will  present  suggested  modifications 
to  the  person  asking  for  the  support  (Move  to  #63);  otherwise, 
the  possibility  of  asking  for  additional  information  will  arise. 
(Move  to  #64) 
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63.  (Q)  Are  suggestions  for  modifications  accepted?  (From  *62) 

The  support  giver  will  determine  if  his  modifications  were 
accepted,  in  which  case  he  will  re-examine  the  subject  to 
determine  if  it  meets  his  goals  and  expectations  (Return  to  *61); 
otherwise,  he  will  consider  asking  for  additional  information. 

(Move  to  #64) 

64.  (Q)  Is  additional  information  needed?  (From  #62  or  #63) 

When  no  modifications  can  be  thought  of,  or  when  they  have  not 
been  met  in  a  satisfactory  way,  the  support  giver  can  delay 
his  decision  by  asking  for  additional  data  on  the  subject.  If 
he  decides  to  do  so,  the  next  phase  is  #65;  otherwise,  the  move 
is  made  to  #66. 

65.  (A)  Ask  and  receive  additional  information.  (From  #64) 

;-'ollowing  the  decision  to  get  additional  information,  an 
exchange  of  data  will  occur  between  the  support  seeker  and 
giver.  This  will  lead  ro  re-examination  of  the  subject  re¬ 
garding  goals  and  expectations.  (Return  to  #61) 

66.  (A)  Re-evaluate  goals  and  expectations.  (From  #64) 

Before  making  a  decision  regarding  the  support,  the  person 
involved  can  consider  re-adjusting  goals  and  expectations. 

(Move  to  #67) 

67.  (Q)  Should  support  be  given?  (From  #66)  Based  on  the 
re-cvaluation  of  goals  and  expectations,  additional  information 
or  possible  modifications,  the  support  giver  decides  whether  or 

not  to  grant  his  support  at  the  present  time.  (If  yes,  move  to  168; 
if  no,  move  to  #69) 


66.  (I)  Give  support .  (From  *61  or  <6?j  The  support  can  be 
given  in  various  fonts.  One  night  be  in  the  for*  of  a  private 
communique  to  the  support  seeker.  Another  might  be  passive 
support,  where  the  person  guiding  the  process  is  allowed  to 
continue  his  activities  although  the  support  giver  has  not 
yet  made  up  his  mind  regarding  EOP.  In  all  but  one  of  the 
nineteen  banks,  no  formal  announcement  of  support  was  made 
to  the  members  of  the  staff,  other  than  the  one  directly 
seeking  it,  but  in  several  banks  the  news  of  giving  support 
was  leaked  to  other  management  people  by  the  support  seeker 
or  giver. 

69.  (T)  Reject  Support.  (From  #67)  The  rejection  of  support 
can  be  total,  as  was  the  case  in  one  of  the  banks  having  no 
plans  for  EOP,  or  conditioned,  as  was  the  case  in  the  other 
three.  In  the  latter  case,  the  condition  might  be  a  time 
interval  after  which  the  subject  will  be  raised  again  or 
-  that  of  waiting  until  given  circumstances  change. —  - 

C.  The  Conversion  Process 

Chapter  VI  described  the  problems  the  persons  responsible 
for  the  conversion  faced  once  the  decision  to  choose  a  specific 
arrangement  was  made.  In  this  section,  the  process,  from  the  time 
of  the  decision  to  the  completion  of  the  conversion,  is  outlined. 

The  various  phases  are  described  in  Figure  7.3  and  discussed  below, 
the  main  characteristic  being  that  it  involves  more  phases  of 
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"action"  and  less  of  "questions."  At  the  saae  tiae  it  will  be  noted 
that  there  is  a  Barked  increase  in  seeking  support  or  approval  at 
various  phases  in  the  process. 

34.  (A)  Sign  agreement.  (Fro#  *33)  This  is  done  in  one  of 
two  forms.  The  first  is  a  contract  fora  used  mainly  when 
an  off-premises  arrangeBent  is  utilized.  The  second  is  a 
letter  of  intent  used  nainly  in  on-premises  arrangement, 
which  allows  the  bank  to  cancel  the  order  for  equipment 

up  to  a  certain  date  and  under  given  conditions.  (Move  to  *35) 

35.  (A)  Information  collection.  (From  #34  or  #37)  Due  to  the 
lack  of  complete  information  available  during  the  decision 
period,  certain  items  now  have  to  be  collected  or  re-examined.5 
(Move  to  #36) 

36.  (A)  Plan  conversion.  (From  #35)  The  planning  of  the 
conversion  includes  the  setting  up  of  a  timetable,  and  in  those 
cases  where  it  is  done,  the  planning  of  training  activities, 
and  a  decision  about  the  specific  method  of  conversion.  The 
plan,  in  most  cases,  is  not  a  detailed  one,  and  is  only  partially 
documented.  (Move  to  #37) 

37.  (Q)  Is  there  approval?  (From  #36)  The  process  here  is 
similar  to  the  one  described  in  subprocess  A.  The  main  difference 
being  that  a  larger  group  of  people  will  be  consulted  at  this 
stage,  including  the  supervisors  directly  involved,  or  even 

key  employees  in  the  bookkeeping  department.  A  high  degree 
of  resistance  to  the  plan  or  lack  of  support  will  lead  to  the 

5See  Pp.  131-133 
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THE  CONVERSION  PROCESS 


collection  of  additional  data  (return  to  #35)  or  the  making  of 
minor  changes  in  the  conversion  plan.  (If  yes,  move  to  #38) 

38.  (A)  Prepare  for  conversion.  (From  #3?)  Whatever  special 
training  or  information  given  to  employees  was  decided  upon 
will  be  done  at  this  phase.  Also,  needed  forms  and  inputs  for 
the  computer  will  be  prepared.  (Move  to  #39) 

39.  (A)  Execute  conversion.  (From  #38)  (Move  to  #40) 

40.  (Q)  Are  results  satisfactory?  (From  #39  or  #47)  Based  on 
actual  results  as  well  as  feedback  from  the  biased  opinions 

of  other  officers  and  employees  in  the  bank,  both  the  person 
responsible  for  the  conversion  and  the  top  management  will 
evaluate  the  outcome  of  the  conversion.  (If  yes,  move  to  #41; 
if  no,  move  to  #46) 

41.  (Q)  Is  automation  project  completed?  (From  #40)  A 
successful  conversion .before  or  after  modifications^  wil 1 

lead  to  evaluation  whether  or  not  there  is  a  need  for  additional 
functions  to  be  automated  at  the  present  time.  If  the  decision 
is  that  such  a  need  exists,  the  process  will  continue  (to  #42); 
otherwise,  it  will  be  terminated.  (Move  to  #53) 

42.  (A)  Decide  on  next  function.  (From  #41)  This  decision  is 
made  in  most  cases  by  the  operations  officer  who  was  responsible 
for  the  execution  of  the  conversion.  (Move  to  #43). 

43.  (Q)  Is  there  support?  (From  #42  or  #45)  Support  is  sought 
and  given  from  top  management  following  the  process  described 

in  subprocess  A.  (If  yes,  move  to  #36;  if  no,  move  to  #44). 


44.  (Q)  Should  process  be  terminated?  (From  #43)  Following  a 
rejection  of  support,  the  person  guiding  the  process  determines 
whether  to  keep  pushing  for  additional  conversion  (to  #45) 

or  to  end  the  process  altogether  (to  #53) . 

45.  (A)  Collect  supporting  information.  (Fran  #44)  If  the 
process  guider  has  really  become  enthusiastic  about  the  use 
of  EDP,  he  will  probably  try  to  get  support  for  additional 
conversions  (to  #43)  after  seeking  and  presenting  additional 
information  to  support  his  goals. 

46.  (Q)  Will  modifications  satisfy?  (From  #40)  Having  encountered 
problems  during  the  conversion  or  immediately  following  it,  the 
person  responsible  will  first  try  to  solve  them  through  modifications 
in  the  existing  plan  (to  #47) .  If  this  is  not  feasible  or 
opposition  has  grown  too  much  to  allow  independent  action,  he 

will  move  to  #48. 

47.  (A)  Execute  modifications  in  conversion.  (From  #46  or  #52) 

These  might  be  minor  (from  #46)  or  major  ones  (from  #52), 
followed  by  an  evaluation  of  the  results.  (Move  to  #40) 

48.  (Q)  Should  automation  be  stopped?  (From  #46,  #49,  #50,  or  #52) 
in  most  cases,  this  is  just  a  rhetorical  question,  because  at 

this  stage  the  bank  is  too  committed  to  the  idea  of  automation 
to  be  able  to  drop  it  altogether.  The  process  can  be  slowed 
down  or  its  dimensions  reduced,  but  it  can  hardly  be  dropped. 

(If  yes,  move  to  #49;  if  no,  move  to  #50) 


49.  (Q)  1 9  there  support?  (From  #48)  Even  if  the  question 
was  brought  before  top  management,  only  in  rare  cases  will 
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the  decision  be  to  stop  the  process  (to  #51).  In  most  cases* 
such  an  idea  will  be  rejected  and  the  process  returned  to  #48. 

50.  (Q)  Is  there  support?  (From  #48)  Having  been  criticized 
once  (at  #40)*the  parson  responsible,  unless  he  is  the  prosident 
himself,  will  make  sure  to  gain  support  before  moving  any  further. 
(If  yes,  move  to  #51:  if  no,  return  to  #48) 

51.  (A)  Plan  improvement.  (From  #50)  Having  failed  once,  t*'e 
plan  this  time  will  be  more  detailed,  and  will  take  longer  to 
execute.  It  will  also  be  bettor  documented  to  serve  as  proof 
for  the  efforts  made,  (to  #52) 

52.  (Q)  Is  there  approval?  (Prom  #51)  At  this  phase  approval 
will  bo  harder  to  get,  and  compared  to  the  previous  times  (#37) 
will  involve  more  examination  from  top  management. —(if  yes, 
move  to  #47)  if  no  return  to  #48) 

53.  Stop  conversion.  (From  #41,  #44,  or  #49)  The  termination 
of  further  conversion  activity  can  be  considered  temporary  at 
best.  Once  a  bank  has  converted  one  function,  others  are  apt 
to  follow  sooner  or  later. 


VTII. 


BEHAVIORAL  ELEMENTS  IN  THE  DECISION  PROCESS 


The  purpose  c  ft  this  chapter  ii  to  relate  the  results  of  the 
field  study  to  the  dimensions  of  the  behavioral  theory  of  decision 
making  as  described  in  Chapter  Ii.  The  analysis  and  evaluation 
is  broken  down  into  three  sections.  The  first  section  deals  with 
the  element#  that  combine  the  eocial  and  economic  approaches  to 
decision  making  necessary  for  examination  of  a  behavioral  theory. 
The  key  decisions  throughout  the  process  are  summarised  and 
related  to  the  three  major  elemental  Technological,  Economic, 
and  Organisational  (see  pp.  IMP  ).  The  aeuond  section  deals 
with  the  roles  taken  by  the  various  parsons  connectad  with  the 
process  both  inside  and  outside  the  bank,  in  the  final  section, 
the  application  of  the  concept!  developed  by  Cyart  and  March  (IboS) 
are  related  to  the  multi  and  the  appropriate  conclusions  are 
drawn. 


A.  Elements  in  the  Decision  Process 
1.  The  Key  Decisions 

Two  of  the  decisions  made  can  be  described  si  key  decisions 
representing  a  turning  point  in  the  process.  The  first  one  is  the 
decision  of  whether  or  not  to  consider  automation  as  a  possible 
solution  to  existing  or  future  problems.  The  consideration  of 
automation  la  dictated  by  the  changing  trends  and  nature  of  the 
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banking  Industry  whUh  Mara  t<Rphn*i’?d  In  Chapter  111, 

Yet  In  siany  banka  It  was,  at  first,  difficult  for  the  person 
guiding  tha  process  to  convince  top  management  of  the  advantage* 

111  ualng  LDP*  Tha  resistance  to  tha  ldaa  was  justified  by  argu¬ 
ments  such  aai  high  uest,  unsuitable  aquipment  for  a  small  bank, 
or  lack  of  acceptance  by  customers,  Such  argument!  war*  often 
praianitd  without  sufficient  Information  to  back  th#»  up,  ar.d  wsfc 
generally  motivated  by  fear  of  tha  unknown  and  of  tha  need  tv 
change,  In  Moat  cam,  there  would  not  be  an  outright  objection 
to  tha  ldaa  of  automation)  instead,  arguments  era  praaantad  that 
tha  bank  la  rial  they  raady  nor  ne«ds  it,  The  objecting  uitiuere 
would  atate  that  when  the  bank  will  really  need  PUP,  they  will  bo 
all  for  ll, 

once  tha  decision  has  haan  made  that  tha  bank  should  actively 
consider  LDP,  tha  nasi  significant  decision  is  what  type  of 
arrangement  to  cliooea  (Proposition  No*  71.  during  title  phase  in 
the  process,  the  ground  rules  for  the  final  aelection  are  detar 
Mined  and  many  of  the  Issues  Involving  MU'  are  clarified.  The 
difficulty  in  choosing  the  type  of  anaiigauent  le  due  tu  the  in 
fiuence  of  biased  opinions  and  expectations  that  osiet  among  the 
top  managemanl  In  many  small  banks,  Often  two  different  belters, 
neither  of  which  necessarily  has  data  to  support  It,  are  In  ton 
flint,  The  first  i«  suspicion  of  the  services  offered  by  cones 
pundent  banks  (Proposition  No,  U),  and  the  second  Is  the  widespiaad 
belief  that  on  premises  blip  suits  only  the  Urge  banks  because  of 
the  high  Juste  Involved,  being  a  decision  that  requites  cUnfl 


i'm 1 1 0ft  of  goals  and  axpactat ion*  •stablisfiacni  of  pr#fe»#»M»s, 
this  decision  can  b*  conalderad  more  significant  than  tha  final 
choice  of  a  specific  proposal. 

i.  The  Leona# le  and  Technological  lllement* 

4ii  tha  thraa  tistatiita  outlined  in  Chapter  tl  (pp.  1 7 ~ i wj , 
th«  one  that  is  mentioned  most  by  bankers  is  tha  economic  one 
often  referred  to  ai  the  coat  element;,  Moat  bankers  no  longer 
have  the  Illusion  of  being  able  to  save  considerably  on  total  cost, 
although  they  hope  to  keep  the  proceeding  cost  in  line  once 
volumes  increase  considerably.  During  the  decision  (asking  prucess, 
costs  are  often  considered!  but  difficulties  exist  In  comparing 
(hen  to  the  duet  of  the  conventional  operation*  system,  hue  to 
the  lack  of  coat  accounting  or  budgeting  procedural,  such  ousts 
ere  often  unknown. 

The  Introduction  of  iiUP  affects  four  particular  cost  categories  1 

a.  Conversion  costs , _ Ibises  sea  "one- 1 las'-'  cost*  arising 

few  the  Initial  system  design,  additional  supplies,  and  ilia 
additional  pertunnsl  or  overlies  needed  during  the  conversion 
period 

b,  Lqu i paint  bu»i  1 .  ihsft*  cults  represent  a  major  factor  In 
on-premises  facilities,  but  also  affect  banka  using  off 'premises 
arrangement  a  when  it  is  necessary  to  acquire  supplement  ary 
equipment  01  dispose  of  the  convent lunei  equipment. 
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c.  Personnel  Costs.  These  costs  Include  two  types:  The 
first  is  wages  and  salaries  of  new  employees  minus  savings 
due  to  old  Jobs  not  to  be  refilled.  The  other  type  is  the 
cost  involved  in  training  and  educating  employees  in  opera¬ 
ting  and/or  utilizing  the  computer. 

d.  Operating  Costs.  These  are  the  costs  that  arise  from 
the  direct  use  of  the  computer  system.  They  can  be  in  the 
form  of  fees  as  in  the  case  of  off -premises  services  or 
operation  costs  as  in  the  case  of  on-premises  facilities. 
During  the  decision  process  attention  is  given  to  equipment 

costtt,  operating  costs  and  the  direct  personnel  costs.  In  over 
half  of  the  participating  banks,  no  consideration  was  given  to 
the  conversion  coats,  or  only  rough  estimates  were  made,  which 
proved  to  be  far  below  the  actual  costs.  In  the  remaining  banks, 
moat  of  which  finally  decided  on  on-promises  arrangements, 
conversion  cost  estimates  wore  mude  in  more  detail.  However,  in 
ill  but  three  cases,  the  estimates  proved  to  bo  below  actual  costs. 
Only  two  of  the  nineteen  banks  included  the  costs  of  employees' 
training  and  education  in  the  estimates  made  during  die  decision 
process, 

At  the  eurly  phases  of  the  process,  when  the  question  of 
whither  or  not  to  consider  liDF  arises  (Figure  7,1,  S3)  or  when 
the  type  of  arrangement  is  decided  upon  (#7-8),  costs  are  dis¬ 
cussed,  but  only  in  un  estimated  form.  Moreover,  the  figures 
quoted  are  based  on  minimal  information.  More  accurate  cost 
date  are  usually  collected  during  the  proposal  collecting  phase 
(»»). 
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The  technological  aspect  enters  th  lecision  process  only 
to  a  limited  extent.  When  it  does,  it  of  occurs  during  the 
evaluation  of  the  proposals  (Figure  7.1,  ,i).  The  questions  in¬ 

volving  the  technological  aspect  arise  again  after  a  specific  proposal 
has  been  chosen,  and  while  the  bank  prepares  for  the  conversion 
(Figure  7i3,  #35-38).  At  that  stage  it  is  necessary  to  clarify  the 
questions  not  answered  previously. 

'it  Hie  Organ  list  lone  1  tilement# 

The  organizational  elements  can  be  broken  down  into  two. 

The  first  Is  the  social  one  which  has  effect  on  the  employees'  morale, 
dedication  to  their  work,  dedication  to  the  organization  and,  in  turn, 
efficiency  on  the  Job,  The  second  is  the  political  system,  which 
Is  related  to  the  concepts  of  status,  location  in  the  structure,  power, 
leadership  effectiveness  and  working  relationships  between  the  various 
jiffioewmnd  departments,  The  eft'eets  of  changes  in  both  elements  can 
he  felt  throughout  the  process  and  also  in  the  long  run,  once  tho 
change  is  completed,  but  there  la  a  considerable  difference  between 
the  two  ihuii  and  long-term  effects  us  was  emphasized  by  Herbert  Simon: 

"Many  «f  the  initial  effect  a  are  transitory  -  important 
enuugli  in  those  directly  involved  at  the  time  and  place  of 
change,  hut  of  no  lasting  significance  to  the  society.  Othor 
effects  are  neither  apparent  nor  anticipated  when  the  initial 
clmiigu  takes  place  hut  How  from  tt  over  a  period  of  years 
(hiough  the  succession  of  reactions  it  produces."  (Simon, 

Mill,  p,  i'l) 

(luring  the  decision  process  changes  in  the  number  of  personnel 
arc  i.oiisldei #d  1  hut  little  attention,  if  any,  is  given  to  other  organi¬ 
sational  elements,  In  most  hanks,  top  management  prefers  to  convince 
Itfasll  Hist  no  ini  la!  or  political  problems  exist.  One  of  the  common 


expectations  is  tha  ?  change  to  EDP  will  have  an  impact  only  on 
the  bookkeeping  department  vhi?e  the  remaining  departments  and  their 
employees  will  be  unaffected  by  the  change  (Proposition  No.  4a). 
Therefore,  the  only  step  readily  taken  in  all  banks  is  to  assure  the 
employees  that  no  one  will  lose  lis  job  as  a  result  of  automation. 

The  lack  of  attention  to  the  transitory  social  effects  results 
in  an  insufficient  information  feeding  to  employees  throughout  the 
process.1  In  turn,  this  affects  employees' attitudes  toward  the  computer 
and  toward  the  persons  responsible  for  operating  it,  especially  if  they 
are  new  in  the  bank. 

A  manager  in  one  of  the  banks  using  an  on-premises  arrangement, 
who  was  hired  to  plan  and  execute  the  conversion  to  EDP  and  manage  the 
EDP  department,  described  the  situation  as  follows: 

"Before  I  came  here  I  worked  in  the  computer  center 
of  a  large  bank.  Initially,  I  felt  there  wouldn't  be  any 
big  problems  in  communication  inside  the  bank  because  of 
the  small  number  of  people  involved.  But,  I  soon  discovered 
that  procedures  of  submitting  input  to  the  computer  had  to 
be  re-emphasized  many  times--the  need  to  keep  to  the  manuals 

_ and  do  it  exactly  like-the  aanual^aid.  Still,  we  had  a  lot 

of  problems  in  getting  the  material  into  the  computer. 

"We  have  problems  with  some  of  the  officers  in  the 
bank  because  they  are  quick  to  blame  us  if  anything  goes 
wrong  on  the  computer.  Generally,  they  were  not  willing  to 
to  accept  the  computer  in  the  bank  as  quickly  as  I  expected. 

Some  of  them  were  trying  for  a  long  time  to  catch  the  machine 
making  mistakes." 

Even  less  attention  is  paid  to  the  impact  EDP  will  have  on  the 
political  system.  One  explanation  for  such  attitudes  is  that  such 
effects  take  time  to  develop  and  are  not  easily  recognized  until  after 
the  computer  has  been  used  for  some  time.  The  group  n.at  feels  the 

greatest  threat  is  not  that  of  the  older  officers  (ages  50  and  above), 
but  thosr  of  middle  and  younger  age  (35-45  years  old).  These  officers 


^See  Chapter  VI 


still  have  20-30  years  of  work  ahead  of  them,  but  already 
feel  that  they  are  being  by-passed,  because  of  their  lack 
of  EDP  knowledge.  The  majority  of  officers  in  small  banks 
who  have  been  in  the  bank  over  10  years  entered  the  manage¬ 
ment  level  through  clerical  jobs,  and  their  formal  educa¬ 
tions  often  ended  at  the  high  school  level,  while  the  new 
computer  people  did  not  start  at  the  bottom.  The  older 
managers,  who  often  gained  self-confidence  from  their 
years  of  experience,  welcome  the  computer,  but  at  the  same 
time,  do  not  plan  to  use  it  or  ignore  the  possible  effects 
EDP  will  have  on  the  organization  and  feel  their  position 
secure.  The  middle-aged  officers  generally  lack  this 
self-confidence  and  tend  to  show  their  insecurity  by 
expressing  negative  attitudes  toward  the  computer  and 
its  staff. 


B.  People  in  the  Process 
1.  The  Different  Roles 

In  Chapter  V,  three  different  active  roles  were 
identified.  The  three  were:  the  guiding  of  the  process, 
the  support  giving,  and  the  information  collection. 

Who  fulfills  the  different  roles  might  vary  from  one 
bank  to  another  depending  on  the  structure  and  manner  of 
operations  of  the  bank's  management  and  the  type  of  arrange- 


ment  preferred.  The  degree  of  active  participation  of  the 
specific  role  holder  varies  with  each  phase  of  the  process 
as  do  the  types  of  activity  and  interaction  of  the  persons 
directly  involved. 

The  perception  of  officers  within  the  bank  about  the 
degree  of  influence  various  people  had  on  the  decision  pro¬ 
cess  varied  according  to  the  organizational  level  of  the 
officer.  At  all  levels  the  respondents  agreed  that  the 
two  most  influencial  persons  in  the  process  were  the  presi¬ 
dent  and  the  operations  officer.  (See  Table  8.1)  The 
main  activity  of  thi  top  executive  officer  is  in  the  sup¬ 
port-giving  function,  although  in  a  minority  of  cases, 
(Table  5.11)  he  also  acts  as  the  process  guider.  On  the 
other  hand,  the  operations  officer  takes  the  responsibil¬ 
ity  of  guiding  the  process  and  collecting  the  information, 
and  is  considered  by  all  levels  of  management  as  the  per¬ 
son  with  the  greatest  influence  on  the  decision .  At  the 
same  time,  the  presidents'  group  ranked  itself  higher 
on  influence  (7.00)  than  was  accredited  to  them  by  the 
senior  management  (6.00),  or  by  junior  management  (5.33). 

When  the  influence  of  other  officers  was  questioned, 
there  existed  a  big  discrepancy  between  the  estimation 
of  the  junior  officers  and  that  of  the  other  two  groups. 

Top  management  in  many  of  the  small  banks  would  like 
to  believe  that  important  decisions  such  as  the  one 
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TABLE  8.1 

DEGREE  OF  INFLUENCE  ON  THE  DECISION  PROCESS  OF  DIFFERENT 
PERSONS  IN  THE  BANK  AS  PERCEIVED  BY  VARIOUS  LEVELS  OF  MANAGEMENT.' 


I  Evaluated  by: 

Influence  of 

Presidents 

N=14 

Senior 

Management 

N-30 

Junior 

Management 

N=14 

1 

2 

3 

■(embers  of  Board  of  Directors 

5.07 

4.94 

4.29 

rhe  bank's  president1 

7.00 

6.00 

5.33 

i  2 

rhe  operations  officer 

7.43 

7.50 

6.08 

Ither  officers  in  the  bank3 

5.14 

f 

5.68 

2.63 

1.  Statistically  significant  difference  between  responses  of  groups 

1  v  3  (a  <  .05) 

2.  Statistically  significant  difference  between  responses  of  group 

3*  (1  +  2)  (a  <  .025) 

3.  Statistically  significant  difference  between  responses  of  group 

3  V  (1  +  2)  Co  <  .01) 


‘The  following  scale  was  used! 


1 

2 

3 

4 

5 

6  7  8 

9 

not 

very 

to 

to  a 
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at 

little 

same 

considerable 

most 

all 

extent 

extent 

to  utilize  EDP,  are  made  by  a  group  of  officers  rather  than  by 
an  individual  person.  But  the  opinion  of  the  junior  officers, 
supported  by  observations  in  the  field,  was  that  on  major 
issues,  the  decision  is  made  by  one  or  at  most  two  persons  in 
the  bank.  One  explanation  why  the  decision  to  automate  is  made 
by  individuals  rather  than  by  a  coalition  representing  all  departments 
is  that,  in  most  cases,  automation  is  initially  seen  as  effecting 
only  the  bookkeeping  department.  As  a  result,  officers  in  functions 
such  as  loans  or  trust  do  not  regard  the  decision  as  having  immediate 
consequences  for  their  departments.  When  this  attitude  is  combined 
with  a  total  lack  of  EDP  knowledge,  these  officers  are  excluded  from 
the  process  and,  in  most  banks,  show  little  interest  in  it  until  a 
final  decision  has  been  reached. 

While  the  active  participation  in  the  process  of  all  but  one 
or  two  of  the  senior  officers  is  limited,  they  still  have  some  indirect 
influence  on  the  timing  of  the  process  and  the  type  of  arrangement 
chosen.  With  the  computer  having  been  used  in  larger  banks  for  over 
ten  years,  and  with  the  increasing  attention  it  has  received  in  pro¬ 
fessional  literature  and  meetings,  it  would  be  natural  to  expect  that 
the  question  of  utilizing  EDP  services  had  been  discussed  among  the 
officers  long  before  the  actual  process  had  started.  Such  discussions 
help  the  person  who  takes  responsibility  for  guiding  the  process  to 
asses."  the  attitudes  toward  EDP  among  the  other  officers  and  decide 
on  the  amount  and  type  of  support  required,  but  do  not  increase  the  amount 
of  involvement  of  the  other  officers  in  the  process. 
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2.  Motivation,  Expectations,  and  Goals  of  the  Person  Guiding  the  Process. 

Guiding  the  decision  process  requires  a  lot  of  effort  in  time 
and  energy  on  behalf  of  the  person  responsible.  In  most  cases,  at 
least  at  the  initial  phases  of  the  process,  the  officer  has  to  carry 
out  the  necessary  activities  in  addition  to  his  regular  duties  in  the 
bank.  He  receives  very  little  active  help  from  the  other  officers  ind 
has  to  rely  on  his  own  learning  to  perform  a  satisfactory  Job.  The 
question  arises  then  as  to  what  motivates  him  to  take  such  a  job  on 
himself  and  carry  it  along. 

One  reason  is  the  need  to  solve  operational  problems.  Being 
faced  with  increasing  problems  which  result  from  personnel  and  equipment 
difficulties  and  expanding  volumes,  the  person  guiding  the  process 
is  forced  to  look  for  a  drastic  change  that  will  bring  overall  improvement 
rather  than  just  put  out  fires.  Another  explanation  can  be  found 
in  the  changing  role  and  status  of  the  operations  officer  in  the  bank. 

Until  a  few  years  ago,  the  job  of  supervising  operations  was  considered 
to  be  a  low  status  one,  left  mainly  to  junior  officers.  In  the  small 
bank  the  loan  officers  were  considered  to  have  the  highest  status 
and  the  operations  function  was  seen  as  a  temporary  step  in  climbing 
to  the  job  of  loan  officer  or  as  a  place  for  officers  not  cupable  of 
serving  in  other  functions.  This  was  so  because  supervising  operations 
was  seen  as  a  monotonous  task,  involving  only  routine  and  repetitive  tasks. 

The  introduction  of  EDP  is  changing  this  considerably.  The 
operations  officer  is  accumulating  knowledge  not  available  to  the 
other  officers.  He  is  also  becoming  the  key  person  in  the  information 
network,  causing  the  other  officers  to  become  dependent  on  him. 

Also  in  many  cases,  his  involvement  with  EDP  helps  him  acquire  knowledge 


in  other  modern  management  techniques  such  as  market  analysis,  or  cost 
ami  budgeting,  and  ha  is  in  a  good  position  to  introduce  them  to  the 
bunk,  ills  atutus  and  influence  have  increased  considerably  and 
possibilities  for  advancement  in  the  operations  area  itself  have 
improved.  One  now  hears  in  automated  banks  fewer  statements  such  as, 
"Everybody  wants  to  become  a  loan  officer.  1  cannot  get  them  (the 
officers)  to  stay  in  the  operations  department.",  which  were  previously 
common  among  top  management  in  non’- automated  banks,  instead,  several 
of  the  officers  in  bsnks  utilising  UDP  indicated  that  they  now  have  no 
desire  to  move  into  any  other  functional  area,  hut  prefer  to  remain  In 
operations.  As  u  result  of  such  developments,  operations  officers  In 
many  banks  are  wilting  to  take  on  themselves  the  extra  work  snd  pains 
involved,  hoping  It  will  provide  them  with  increased  recognition,  status 
and  satisfaction. 

3.  Outsiders'  Influence 

One  of  the  questions  raised  in  Chapter  I  was  tn  regard  to 
the  influence  of  people  outside  the  organisation  on  the  dec* l on 
process.  The  data  shows  that,  with  the  exception  of  bank*  parti¬ 
cipating  in  a  joint  venture,  outside  participation  Is  limited  to 
thut  of  the  service  or  equipment  suppliers.  Only  one  of  the  banks 
using  on-premises  HD!’  received  help  from  a  consultant,  and  this  was 
limited  to  the  technical  evaluation  of  the  equipment. 

In  several  banks,  the  operations  officer  or  the  president 
sent  for  material  published  by  the  professional  associations,  but 
such  information  is  of  a  general  type  and  does  not  offer  specific 
solutions  or  alternatives.  Outside  influence  is  also  generated 
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quant  ly  tu  rind  out  abuu<  tha  ptograsi  of  tha  piotass. 
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3.  The  proceas  of  adjustment  to  experience  by 
which  coalition  agreements  are  altered  in 
response  to  environmental  changes.  (Cyert 
4  March,  1963,  p.  29). 

The  present  study  reveals  that  in  the  small 
commercial  bank,  *  formal  internal  bargaining  pro¬ 
cess  with  regard  to  the  decision  to  automate  does  not 
exist.  Opinions  influencing  the  goals  are  filtered 
into  the  process  mainly  through  informal  contacts. 

During  tha  procass  the  only  opinions  actively  repre¬ 
sented  are  those  of  top  management,  and  those  of  the  oper¬ 
ations  paople.  As  a  result  the  decision  cannot  be  regarded 
aa  a  coalition  decision  representing  all  major  interests 
in  the  bank,  or  even  all  management  Interests. 

Although  individual  officers  hovo  their  own  goals  and 
objectives,  It  is  difficult  in  small  organizations  such  as 
the  Commercial  banks  studied  here  to  talk  about  departmental 
objectives.  In  a  sense,  this  is  true  also  for  the  pre- 
iiumputMi'Uad  operations  department,  which  hud  the  limited 
task  of  processing  others'  work.  Yet,  the  operations 
people  aie  often  the  first  to  develop,  during  the  decision 
process  and  especially  after  the  declalon  has  been  made, 
their  own  goals,  Thus  they  move  from  a  puasive  role  in 
ihu  bank  to  un  active  one,  exerting  pressure  on  the  other 
department s  tu  expand  services,  use  more  information,  etc. 
Uuth  a  trend  was  more  evident  in  those  banks  moving  toward 
(hull  own  libl1  facilities  where  the  need  to  justify  the 
change  was  harder  felt, 


The  main  means  by  which  the  objectives  for  the  process 
are  formed  is  through  the  exercising  of  internal  organizational 
control  by  the  chief  executive  officer,  ilc  does  it,  in  most 
cases,  through  the  role  of  support  giving. 

Once  banks  face  operational  problems  they  are  encouraged  by 
the  spread  of  EDP  services  and  the  changes  in  the  industry  to  con¬ 
sider  tUP  as  a  solution.  In  addition,  the  initial  objectives  of 
EDP  are  rather  limited  to  such  objectives  as  replacement  of  equipment 
or  reduction  of  personnel  problems.  But  as  more  information  accumu¬ 
lates,  and  especially  as  the  operations  people  gain  experience,  the 
objectives  slowly  expand. 

b.  Expectations.  Cyert  and  March  emphasize  that  "expectations 
are  by  no  means  independent  of  such  things  as  hones  and  wishes.... 

As  a  result,  both  conscious  and  unconscious  bias  in  expectations 
is  introduced."  (1963,  p.  81)  In  discussing  the  expectations  of 
EDP  in  the  bank  as  an  organization,  their  limited  nature  was 
emphasized  (Proposition  No.  4).  As  a  consequence  of  limited  EDP 
knowledge,  false  expectations  develop  minimizing  the  impact  of  EDP 
on  the  bank  and  the  amount  of  resources,  in  time  and  personnel, 
needed  for  the  change. 

In  addition  to  the  organizational  expectations,  there  are 
also  individual  expectations  which  affect  the  decision  process. 

In  the  first  section  the  expectations  of  non-operation  officers, 
often  expressed  as  fears,  were  mentioned,  and  in  the  second 
section  cf  this  chapter  the  expectations  of  the  persons  guiding 
the  process  were  discussed.  But  it  was  difficult  to  identify 
clearly  the  individual  expectations  because  of  the  reluctance  of 
the  individuals  involved  to  discuss  them. 
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into  the  choice  variable  that  outlines  the  process  through  which  the 
decision  is  made.  The  choice  is  characterized  by  several  features. 

1.  It  breaks  the  decision  into  a  series  of  smaller 
problems,  each  attended  to  one  at  a  time. 

2.  The  rules  used  are  simple  ones  relying  on  individual 
"judgment". 


3.  The  choice  rules  adopt  themselves  to  changes  in  the 
environment  and  in  the  influence  structure.  (Cyert  6 
March,  1963,  Pp.  99-102) 

All  three  features  were  evident  in  studying  the  process  in  the 
small  commercial  bank  and  will  be  discussed  in  greater  detail  in  the 
next  section  which  deals  with  the  relational  concepts.  The  one  in¬ 
fluence  on  choice  that  was  missing  was  that  of  the  organization's 
past  experience  with  a  similar  decision.  Being  an  innovative,  "one¬ 
time"  type  of  decision,  the  main  influence  on  the  decision  makers  had 
to  come  from  the  outside  rather  than  from  within  the  organization. 


2.  Examining  the  Relational  Concepts 

Cyert  and  March  (1963)  have  suggested  four  major  relational 
concepts  which  they  believe  represent  the  heart  of  their  behavioral 
theory  of  decision  making.  The  four  are  (a)  quasi-resc  ution  of 
conflict;  (b)  uncertainty  avoidance;  (c)  problematic  search;  and 
(d)  organizational  learning..  In  Chapter  II  each  of  the  concepts 
was  described  briefly  and  in  this  section  the  application  of  each 
one  to  the  process  used  in  the  decision  to  automate  in  the  small 


bank  will  be  reviewed. 
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small  size  of  the  organ t tat  ion ,  departmental  conflicts  centering 
around  goals  either  tend  to  he  resolved  in  the  early  stages  of  the 
conflict,  or  remain  hidden  throughout  the  process  without  affecting 
it  much.  In  part,  this  results  from  the  fact  that  the  small  com¬ 
mercial  bank  usually  has  a  centralized  decision-making  process, 
with  one  or  two  top  executives  making  or  approving  all  major 
decisions.  During  the  process  two  scls  of  goals  have  a  major 
influence.  The  first  set  belonged  to  the  operations  people,  and 
the  second  set  is  that  of  the  chief  executive  officer.  In  several 
banks  the  two  could  not  be  separated.  In  other  cases,  the  conflict 
of  goals  was  handled  through  the  support-giving  process.  In  only 
two  banks  was  an  effort  made  to  establish  a  formal  mechanism  for 
resolving  different  goals,  and  this  was  in  the  form  of  a  committee 
where  all  functions  in  the  bank,  i.e.  branches,  loans,  and  operations 
were  represented.  In  both  cases,  the  committee  was  eventually  overruled 
and  the  final  decision  was  mdde  by  top  management  and  the  operations 
people. 

Another  reason  for  the  limited  conflict  of  goals  is  that  many 
of  the  officers  in  functions  other  than  operations  expressed  uncertainty 
about  the  impact  of  EDP  on  banking  and  failed  to  understand  or  estimate 
the  future  consequences  of  changing  to  EDF.  Therefore,  they  refrained 
from  actively  participating  in  the  process  and  their  own  goals  were 
never  exposed. 


Possible  goal  conflict  is  also  reduced  by  applying  the 
principle  of  local  rationality  and  by  paying  attention,  sequen¬ 
tially,  to  goals.  The  overall  goal  of  changing  to  F.DP  is 
initially  limited  to  solving  or  preventing  operational  problems. 

Only  after  conversion  has  started  do  other  goals  such  as  expanding 
services  or  using  market  research  tools,  start  to  develop.  The 
overall  goals  of  the  organization  are  then  brought  up  one  at  a 
time,  with  one  being  satisfied  before  the  next  is  dealt  with. 

In  this  way,  attention  is  first  paid  to  such  goals  as  remaining 
independent  of  larger  banks,  maintaining  prestige  of  the  bank, 
etc.  These  arc  given  attention  during  the  selection  of  the 
type  of  arrangement.  The  next  set  of  goals,  which  deals  with 
minimizing  cost  and  increasing  efficiency  of  operations,  is 
considered  during  the  selection  of  the  specific  proposal,  after  the 
the  type  of  arrangement  has  already  been  determined. 

b.  Uncertainty  Avoidance.  The  decision  makers,  in  this  study, 
faced  numerous  uncertainties  which  could  have  influenced  the  outcome  of 
the  decision.  For  management  a  major  uncertainty  lies  in  the  question 
of  whether  EOP  is  a  suitable  solution  for  the  operational  problems 
of  the  small  bank,  and  what  type  of  arrangement  best  fits  the  organization. 
To  this  are  added  all  the  technological  questions  such  as  what  EDP 
can  do  and  what  it  should  do  in  the  bank,  questions  for  which  the 
decision  makers  are  ill-equipped  to  give  satisfactory  answers. 

Other  uncertainties  ar*.  related  to  the  future  of  the  small  bank  in 
the  industry  as  a  whole.  With  the  increased  talk  of  a  "checkless 
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society,"  the  easing  of  branch  laws,  ami  banking  through  computers, 
the  long-term  future  of  the  individual  small  bank  is,  at  best,  uncertain. 
Some  bankers  feel  that  the  industry  is  moving  toward  centralized  install 
ations,  with  the  larger  banks  constantly  increasing  their  share  of  the 
market,  and  wonder  if  this  is  the  time  to  invest  time  and  resources  in 
EDP. 

Cycrt  and  March  (1963,  Pp.  119)  suggest  that  organizations 
adopt  two  solutions  to  reduce  uncertainty.  The  first  emphasizes 
short-term  reaction  to  short-term  feedback  and  avoidance  of  planning 
where  plans  depend  on  predictions  of  uncertain  future  events.  The 
second  is  that  of  arranging  a  negotiated  environment  with  other  firms 
in  the  industry 

In  the  present  study  the  solution  of  negotiated  environment 
among  individual  banks  did  not  apply.  Bankers  usually  tried  to  keep 
informed  about  the  automation  developments  in  other  banks  in  their 
competitive  area,  but  learned  only  general  information.  Small 
banks,  in  most  cases,  follow  the  solutions  first  used  by  the  larger 
bank,  rather  than  participate  in  the  vanguard  of  EDP  innovation. 
Generally,  small  banks  adopt  the  policy  of  "wait  and  see"  unzil  short¬ 
term  pressures  force  them  to  consider  the  decision  to  lutooate. 

Within  the  bank,  it  was  found  that  planning  had  been  minimized 
to  dealing  with  only  the  most  immediate  problems  so  that  uncertainty 
resulting  fr^m  long-term  planning  would  be  avoided.  This  also  resulted 
in  setting  up  only  limited  goals  for  automation  during  the  initial 
decision  process.  The  feedback- react  procedure  entered  the  decision 
process  mainly  after  the  first  conversion  had  been  executed.  At  this 
stage,  decisions  for  further  actions  were  made  based  on  the  results 
and  satisfaction  from  the  execution  of  previous  decisions.  (Figure  7.3) 
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Prior  to  the  time  when  the  decision  to  choose  a  specific  proposal 
is  made,  the  feedback  from  the  environment  is  limited  mainly  to 
that  from  the  support  giver  to  the  process  guider. 

c.  Problematic  Search,  In  the  framework  proposed  by  Cyert 
and  March,  the  theory  of  choice  and  the  theory  of  search  are  closeiiy 
intertwined.  (1963,  P  12D)  The  search  is  a  limited  one,  resulting 
in  a  limited  number  of  choices.  In  the  first  place,  the  whole 
process  in  the  small  bank  proved  to  be  problem  oriented  which  resulted 
because  of  the  failure  to  meet  the  goal  of  smooth  operations.  Rarely 
does  the  motivation  exist  to  start  an  active  process  if  there  are  no 
operational  problems. 

In  one  aspect  the  decision  to  use  EDP  deviates  from  the 

principle  of  simple-minded  search  suggested  by  Cyert  and  March. 

The  simple-minded  search  principle  should  have  urged  the  decision 

maker  to  examine  conventional  modifications  rather  than  consider  a 

major  change  in  systems.  The  reasons  for  considering  EDP  were 

discussed  in  Chapter  V,  and  it  was  shown  that  in  many  cases  the 

bank  is  pressured  into  considering  EDP  ather  than  freely  choosing 

it.  Once  the  bank  has  decided  to  consider  F.DP,  the  rules  of  simple- 

minded  search  fully  apply.  At  most  phases  the  decision  makers 

examine  a  single  alternative,  and  consider  a  second  one  only  if  the 

first  one  failed  to  satisfy.  The  rules  of  causality  in  search  also 

2 

apply,  preventing  it  from  becoming  a  planned  and  thorough  search."' 

Bias  is  introduced  into  the  process  at  various  points. 


2 

For  the  effect  of  causality,  see  Cyert  6  March,  1963,  Pp.  121-122. 
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towards  automation  and  in  the  preference  of  conventional  processing 
methods.  Bias  resulting  from  the  experience  of  top  management,  the 
impressions  made  by  the  salesman,  and  the  interaction  of  goals  and 
expectations  influences  the  choice  of  a  specific  proposal  (Proposition 
No. 11).  A  third  type  of  bias,  affecting  the  lelcction  of  a  specific 
proposal,  is  reflected  in  the  forms  in  which  various  proposals  arc 
presented  by  the  information  collector  and  process  guider  to  the 
persons  making  the  final  choice  (Proposition  No.  12). 

d.  Organizational  learning.  According  to  Cyert  and  March 
the  concept  of  organizational  learning  is  directed  toward  the 
adaptation  of  goals,  attention  rules  and  search  rules.  When 
problematic  search  was  discussed,  it  was  indicated  that  the  decision 
to  consider  the  possibility  of  EDP  represents  a  deviation  from  the 
principle  of  simple-minded  search.  This  was  a  consequence  of  adap¬ 
tation  of  new  attention  rules  due  to  the  increasing  momentum  of 
impact  EDP  has  had  on  banking  in  recent  years.  Yet,  the  change 
in  attention  rules  was  not  a  drastic  one,  as  it  applied  only  to 
the  initial  consideration  of  EDP  and  did  not  cause  a  parallel 
change  in  the  search  rules  discussed  in  the  previous  sections. 

Least  affected  by  the  decision  process  were  the  overall 
goals  of  the  bank.  Adaptation  of  goals  with  regard  tc  EDP  depended 
on  the  experience  of  other  banks,  rather  than  on  the  learning 
experience  from  the  bank's  previous  goals  and  achievements.  In  the 
pre-decision  phases  the  lack  of  experience  with  EDP  resulted  in  the 
setting  of  only  limited  goals.  Those  goals  were  heavily  influenced 


by  what  others  proposed  to  do  or  have  done  and  evaluating  if 
similar  action  suited  the  decision  maker's  own  case.  Only 
after  the  first  conversion  did  the  learning  process  become 
internally  directed.  At  this  stage,  the  goals  set  for  the 
conversion  were  measured  against  the  results,  and  future 
steps  were  determined  based  on  initial  success  or  failure. 

e.  Summary.  As  described  above,  three  of  the  relational 
concepts  were  directly  applied  to  the  decision  process  utilized 
by  the  small  bank.  The  concept  of  problematic  search  served  as 
a  basis  in  outlining  the  decision  process  and  arriving  at  a 
descriptive  model.  This  was  done  by  utilizing  the  principles 
of  sequential  attention  to  goals,  information,  and  problems, 
and  the  principle  of  limited  search,  which  does  not  reach 
beyond  the  first  satisfactory  alternative. 

The  concept  of  uncertainty  avoidance  was  helpful  in  under 
standing  the  reasons  for  the  limited  scope  of  the  goals  which 
the  decision  maker  attempted  to  achieve  at  the  early  phases 
of  the  automation  process.  Kith  the  decrease  ir.  '.^'certainty 
gained  through  experience  after  the  first  conversion,  the  goals 
are  often  changed  and  expanded  following  satisfactory  results. 
The  concept  of  organization  learning  applies  mainly  to  the  post 
selection  period,  and  is  useful  in  understanding  the  decision 
to  expand  or  iimit  the  automation  program  past  the  first 


conversion. 


A  concept  that  has  only  a  limited  application  to  the 
process  is  that  of  quasi -resoiut ion  of  conflicts.  This  is 
more  a  result  of  the  size  of  the  organization  we  deal  with 
rather  than  the  content  of  the  specific  decision.  It  can 
he  assumed  that  in  larger  banks  dealing  with  the  same 
decision,  the  concept  will  become  useful  in  the  examination 
of  the  process. 


IX.  SUMMARY  AND  CONCLUSIONS 


The  purpose  of  this  study  has  been  to  examine  the  behavioral 
aspects  of  the  decision-making  process  in  the  small  commercial  bank 
involved  in  changing  to  EDP  services.  The  study  was  motivated  by  the 
current  academic  interest  in  the  decision-making  process,  and  an  effort 
was  made  to  examine  the  application  of  the  behavioral  theory  of  the 
firm  to  a  small  organization  facing  a  one-time  decision  regarding  a 
major  change.  The  study  was  also  motivated  by  the  current  development 
of  EDP  in  the  banking  industry  and  the  issues  a  small  bank  must  face 
when  confronted  with  changes  in  banking  in  general  and  in  data  processing. 

By  intensively  studying  twenty-three  small  commercial  banks, 
and  by  inspecting  the  relevant  literature,  the  author  has  determined 
the  process  that  is  applied  by  the  banks  during  the  decisior.  to  change. 

The  study  provides  empirical  evidence  of  the  actions  taken  during  the 
process,  the  people  involved  and  the  reasons  for  their  acting  in 
certain  ways. 

The  data  are  presented  in  Chapters  V  and  VI,  with  the  major 
findings  summarized  in  a  series  of  propositions.  Based  on  the  data, 
a  descriptive  model  of  the  decision  and  conversion  processes  is 
presented  in  Chapter  VII,  and  the  relationship  to  the  behavioral 
theory  of  the  firm  is  examined  in  Chapter  VIII. 


193 


A. 


Reviewing  the  Basic  Hypotheses 


1.  The  Role  of  Outside  Agents1 

The  first  hypothesis  stated  that  the  process  in  the  decision 
to  automate  is  initiated  by  outside  agents.  In  sixteen  of  the  twenty- 
two  banks,  the  proposal  for  introducing  automation  came  from  outside 
persons,  and  in  all  cases  but  one,  it  was  a  service  or  equipment 
salesman  interested  in  supplying  EDP  services  to  the  bank.  When 
such  a  proposal  was  made,  it  did  not  necessarily  represent  a  revo¬ 
lutionary  idea  to  the  bankers  concerned.  EDP  had  been  utilized  in 
banking  for  over  ten  years,  and  throughout  this  period  management  of 
banks  not  using  EDP  had  been  exposed  to  written  and  oral  sources  of 
information  describing  EDP  and  speculating  about  its  future  in  bank¬ 
ing.  In  the  case  of  some  banks,  contacts  by  outsiders  trying  to 
interest  the  bank  in  EDP  had  previously  been  made,  but  it  took, 
rather,  a  combination  of  an  approach  by  outsiders  plus  internal 
problems  to  actively  start  the  process  (Proposition  No.  2). 

Therefore,  the  point  at  which  a  bank  becomes  receptive  to  an  out¬ 
sider's  approach  can  be  designated  as  the  initiation  of  the  deci¬ 
sion  process . 

The  relatively  small  amount  of  knowledge  about  EDP  accumulated 
in  »he  bank  prior  to  the  stait  of  the  decision  process,  and  the 
avoidance  of  hiring  outside  consultants  (Proposition  No.  8),  place 


Hhe  number  of  each  section  corresponds  with  the  numbered  hypotheses 
on  page  6. 
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the  salesmen  in  a  vital  position.  In  addition  to  being  one  of  the 
two  major  initiating  forces,  they  also  influence  the  decision  pro¬ 
cess  by  being  the  sole  source  of  information  on  the  technological 
elements  and,  in  most  cases,  the  economic  elements,  During  the 
conversion  process,  their  domination  of  the  action  is  even  more 
strongly  felt  (Proposition  No.  16)  since  much  of  the  planning  is 
carried  out  by  them. 

2.  The  Triggering  Cues 

The  second  hypothesis  stated  that  the  decision  to  automate 
a  small  bank  is  triggered  by  operational  pressures.  Evidence  was 
presented  that,  with  few  exceptions,  this  is  correct.  The  three 
main  operational  pressures  are:  Outdated  equipment  for  processing 
the  work  flow;  increase  in  volume  of  activity;  high  labor  turn¬ 
over  in  the  bookkeeping  department  (mainly  women)  and  high  labor 
costs,  kittle*  if  any,  long-term  planning  is  done  in  small  banks 
in  the  area  of  operations.  Based  on  the  sample  studied,  it  can  be 
said  that  the  change  to  EDP,  which  represents  a  major  change  for 
the  organization,  is  triggered  by  short-term  pressures  rather  than 
long-term  planning.  Although  the  structure  and  role  of  the  banking 
industry  is  going  through  considerable  change,  the  average  small 
banker  does  not  engage  in  long-term  organizational  planning  for 
these  changes.  Instead,  he  prefers  to  follow  innovations  suggested 
and  tested  by  the  large  banks. 


3.  Limited  Search  and  Choice  Procedures 


The  third  hypothesis  stated  that  while  making  the  decision 
hanks  initiate  only  a  minimal  search.  The  descriptive  model  outlined 
in  Chapter  VII  emphasizes  the  limited  search  procedure  used  by  small 
banks  when  deciding  on  EDP,  The  various  decisions  arc  ioviewed,  one 
at  a  time,  with  only  one  or  two  alternatives  considered  each  time 
which  restricts  the  choice  procedure.  The  principle  of  limited  search 
applies,  primarily,  to  the  phase  of  selection  of  the  type  of  arrangement, 
where  the  decision  often  turns  out  to  be  a  qualitative  one,  rather  than 
one  based  on  quantitative  comparisons. 

Information  collection  throughout  the  process  is  directed 
towards  satisfying  immediate  problems  rather  than  conducting  an 
exhaustive,  or  even  systematic,  search.  Although  the  process 
progresses  in  a  similar  manner  in  most  banks,  it  is  rarely  a 
formally  organized  one.  The  immediate  impact  of  these  haphazard 
solutions  is  that  numerous  items,  for  which  information  should 
be  collected,  are  neglected.  The  conclusion  is  that  the  hypothesis 
is  fully  supported. 

4.  The  Role  of  a  Coalition 

The  fourth  hypothesis  defined  the  decision  process  as  a  coalition 
solution.  The  decision  to  automate  is  guided  in  most  banks  by  a 
single  person  and,  in  most  cases,  the  interests  of  only  two  groups 
are  represented:  Those  of  top  management  and  those  of  the  opera¬ 
tions  officers.  Although  the  consequences  of  the  decision  effect 
all  departments  in  the  bank  in  the  long  run,  no  evidence  was 


found  indicating  that  the  major  financial  departments,  such  as 
the  various  loan  sections,  are  represented  or  show  interest  in 
the  decision  process. 

The  small  commercial  bank's  key  decisions  are  centralized 
at  the  presidential  level.  As  a  result,  there  is  felt  to  be  little 
need  to  involve  all  the  departments  in  the  decision.  Rather,  it 
is  thought  that  enough  informal  exchange  of  information  keeps  every¬ 
one  informed  and  allows  all  sides  to  be  represented  in  the  process. 
But  with  regard  to  EDP,  this  belief  proved  to  be  incorrect. 

It  was  further  discovered  that  officers  and  employees, 
with  the  exception  of  the  one  directly  involved,  had  too  little 
knowledge  and  information  to  exercise  any  impact  on  the  process. 
Therefore,  no  evidence  for  support  of  the  concept  of  coalition 
solution  in  this  type  of  decision  was  found,  as  the  goal  conflict 
actually  starts  to  develop  only  after  the  decision  has  been  made 
and  the  conversion  executed. 

5.  Uncertainty  Avoidance  and  Minimized  Change 

This  hypothesis  stated  that  the  decision  makers  are  guided 
by  the  uncertainty  avoidance  principle,  which  results  in  limited 
innovation  during  the  change.  Throughout  the  study,  it  was 
emphasized  several  times  that  the  people  in  the  bank  lack  knowledge 
about  EDP,  i.e.  what  it  can  do;  what  its  impact  will  be;  and  what 


19S 


it  should  be  used  for.  This  lack  of  understanding  results  in  a 
high  degree  of  uncertainty  about  EDP  during  the  decision  process. 

In  order  to  minimize  the  uncertainty,  most  bankers  set  only  limited 
goals  for  EDP  (Proposition  No.  4).  The  initial  planning  is  for 
equipment  change  rather  than  system  change,  and  information  improve¬ 
ment  is  expected  but  only  as  a  by-product.  Small  banks  are  slow 
in  i.  lementing  new  services  or  utilizing  new  types  of  information, 
preferring  to  follow  the  innovations  of  the  large  banks  rather 
than  take  unknown  risks. 

The  type  of  community  where  the  bank  is  located  and  the 
level  of  competition  will  effect  the  degree  of  innovation  included 
in  the  final  solution.  Banks  in  metropolitan  areas,  or  dependent 
on  the  business  generated  by  large  firms,  will  be  more  likely  to 
consider  innovative  features,  while  those  located  in  small  communi¬ 
ties  will  limit  themselves  to  equipment  change.  The  hypothesis  was 
supported  by  the  data. 

6.  Attention  to  the  Various  Elements 

As  was  expected  in  the  final  hypothesis,  the  decision  process 
mainly  focuses  on  the  economic  element  and,  to  a  lesser  degree,  on 
the  technical  element.  Only  in  the  latter  phases  of  the  process, 
and  often  only  after  the  decision  has  been  made,  is  attention  paid 
to  the  social  aspects  of  the  change.  Many  top  officers  would  like  to 
believe  that  socio-political  issues  do  not  exist  in  small  banks. 

Top  management  in  the  participating  banks  feels  it  is  possible 
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to  eliminate  resistance  to  change  by  promising  job  security  and 
letting  information  filter  down  to  employees  through  informal 
channels.  Yet  resistance  did  exist,  although  it  took  a  more  passive 
form  than  it  would  in  larger  organizations.  The  effect  of  such 
resistance  was  mainly  felt  when  efforts  were  made  for  advanced 
utilization  of  the  computer,  beyond  the  initial  work -processing 
stage . 

Bank  managers  do  not  conceive  of  the  computer  as  effecting 
the  power,  authority,  and  status  structure  in  the  bank,  and  there¬ 
fore  disregard  it  during  the  process.  The  political  issues  are 
raised  only  at  a  later  stage  and  as  a  result  of  an  unexpected 
change  in  the  role  of  the  operations  people.  Overall,  the  lack 
of  attention  to  the  socio-political  factors  will  tend  to  slow  down 
the  process  of  change  and  make  it  less  efficient  rather  than  stop 
it.  Thus,  the  hypothesis  was  found  to  be  correct. 


B.  Conclusions 

The  general  conclusion  which  can  be  reached  from  this  study  is 
that  although  each  bank  makes  the  decision  only  once,  there  are  suffi¬ 
cient  characteristics  common  to  the  process,  which  enable  the  author 
to  arrive  at  a  general  model  describing  the  decision  process.  The 
description  of  the  process  outlined  in  this  study  should  assist  other 
bankers  facing  a  similar  decision  in  obtaining  a  better  understanding 
of  the  process  and  what  is  involved  in  it. 

With  respect  to  the  behavioral  theory  of  the  firm,  the  argu- 
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ocnts  tn  this  study  can  bn  miiiwwri  zed  by  the  following  statement?  • 

1.  It  is  possible,  with  some  modifications,  to  apply  the 
principles  of  the  behavioral  decision  theory  to  a  one¬ 
time  decision.  The  modifications  needed  are  mainly  in 
the  area  of  organizational  learning. 

2.  The  concept  of  a  coalition-decision  which  is  applicable  to 
large  organizations  has  only  a  limited  application  to  small 
centralized  organizations  such  as  a  commercial  bank. 

3.  The  ii.ud,  has  demonstrated  that  it  is  most  u«eful  t?  use  the 
aid  of  a  model  in  describing  the  decision  and  execution  pro¬ 
cesses.  The  benefits  consist  of  better  understanding  of  the 
elements  Influencing  the  decision,  the  role  if  the  parti¬ 
cipants  and  the  final  outcome. 

4.  The  decision  process  applied  bv  most  banks  proved  to  be  a 
result  of  short-term  pressures  and  utilized  a  sequential 
approach  to  goals,  problems  and  decisions. 

From  the  characteristics  of  the  banking  industry  and  the  small 
T>ank  described  in  Chapter  III,  it  emerges  that  we  dealt  with  a  relatively 
conservative  and  mature  industry,  and  a  centralized  type  of  organization. 
This  leaves  the  question  if  the  same  model  will  be  applicable  to  other 
types  of  industries  with  different  structure,  rate  of  development  and 
maturity.  Therefore,  the  applicability  of  tho  model  should  be  further 
examined . 

Other  future  research  that  is  suggested  by  this  study  is  of  two 
orders.  First  is  the  research  which  will  extend  the  knowledge  about 
the  decision  to  introduce  change  and  the  introduction  of  EDP  in  the 
organization.  This  can  include  research  in  several  directions; 
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1.  Efforts  to  simulate  the  process  with  the  purpose  of  arriving 
at  a  simulation  having  a  predictive  power  as  to  what  specific 
decision  will  be  made.  Due  to  the  difficulties  in  quantifying 
some  of  the  behavioral  effects  and  in  generating  data  on  such 
effects  that  can  be  included  in  a  simulation,  the  simulation 
will  have  to  depend  more  w  in-depth  examination  of  quantita¬ 
tive  items. 

2.  Construction  and  examination  of  a  normative  model  of  decision 
making.  In  Chapters  V  and  VI  some  normative  Interpretations 
were  included  and  further  examination  of  the  optimal  process 
is  needed.  Such  a  model  can  be  tested  in  a  bank  interested 
in  the  possibility  of  EDP,  but  which  didn't  yet  start  the 
process.  The  results  can  then  be  compared  to  those  achieved 
by  other  banks. 

3.  Comparative  studies  conducted  in  small  organizations  in  other 
industries  facing  a  similar  decision.  The  present  study  con¬ 
centrated  on  one  type  of  small  organization  only.  The  future 
research  should  examine  the  application  of  the  model  given 
here  to  other  types  of  small  business  organizations  in  order 
to  arrive  at  some  broader  conclusions  regarding  differences 
between  small  and  large  organizations. 

The  second  direction  is  toward  further  examination  e*  the  Cyert 
and  March  behavioral  theory  of  decision  making.  Such  research  can 
concentrate  on  specific  parts  or  concepts  in  the  theory.  There  is 
a  need  for  improved  tools  for:  Measuring  the  individual  concepts; 
modifying  those  that  are  found  unfit;  and  utilizing  the  results  for  the 
better  understanding  of  a  decision  process  which  combines  quantitative 
and  qualitative  variables. 
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APPENDIX  A 


BEHAVIORAL  APPROACHES  TO  DECISION  MAKING 

it  is  not  the  purpose  of  this  study  to  review  all  the  approaches  and 
theories  in  Behavioral  Decision  Making.  Yet  in  order  to  examine  the 
behavioral  decision  theory  of  Cyert  and  March,  it  will  oe  helpful  to  review 
some  of  the  other  approaches.  The  reader  will  notice  that  the  basic  principle 
in  the  following  three  approaches  is  the  notion  of  the  "Stepping  Stone",  where 
the  decision  maker  takes  one  step  at  a  time  along  a  certain  route, breaking 
the  decision  into  a  set  of  sub-decisions.  The  three  approaches  are 
summarized  bw*u«. 

A.  C.  E.  Lindblom  (1964,  Pp.  64-65)  in  nis  article  "The  Science  of 
^muddling  through'  suggests  an  approach  called  "The  Successive  Limited 
Comparisons  (Branch)"  which  has  five  basic  principles: 

1.  Selection  of  value  goa's  and  the  empirical  analysis  of  the 
needed  action  are  not  distinct  from  one  another  but  are  closely 
intertwined. 

2.  Means-end  analysis  is  often  inappropriate  or  limited  since 
means  and  ends  are  not  distinct. 

3.  The  test  of  a  "good"  policy  is,  typically,  that  various  analysts 
find  themselves  directly  agreeing  on  a  policy  (without  their 
concurring  necessarily  that  it  is  the  most  appropriate  means 

to  an  agreed  objective) . 

4.  Analysis  is  drastically  limited,  as: 

i.  Important  possible  outcomes  arc  neglected, 

ii.  important  alternative  potential  policies  c.tj  neglected, 

iii.  Important  affected  values  are  neglected. 
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.i.  The  succession  of  comparisons  is  groat  ly  reduced  or  reliance 
on  theory  is  eliminated, 

H,  In  a  heuristic  model  which  is  directed  mainly  toward  the  "innovative 
decision",  to,  J,  Gore  ( I9t»4 ,  Ch,  2)  suggests  four  major  "arts  in  each 
dee  is  ton: 

1.  The  percept  ion  phase  Is  the  initial  step  where  awareness  of 

the  existence  of  some  situation  requiring  collective  concern  exists. 

2.  The  Evaluative  Set  is  associated  exclusively  with  problem 
solving,  after  the  situation  has  been  "established"  as  one  having 
imp’ i cat  ions  for  the  organization. 

3.  Estimation  of  consequences  is  the  crucial  step  in  decision 
makins . 

4.  Maneuver  for  position  is  a  venture  into  the  environment  in 
order  to  seek  external  sanction  for  the  proposed  response, 

C.  In  a  recent  article,  P.  F.  Druckcr  (1967)  agrees  that  elements 
do  not  by  themselves  "make"  the  decisions.  But  he  feels  that  unless 
these  elements  are  used  as  the  stepping  stone  of  the  executive’s 
decision  process,  he  will  not  arrive  at  a  correct,  and  certainly 
not  at  an  effective,  decision,  lie  calls  his  six-step  approach  the 
"Sequential  Steps." 

1.  The  classification  of  the  problem.  Is  it  generic?  Is  it 
exceptional  and  unique?  Or  is  it  the  first  manifestation  of  a  new 
genus  for  which  a  rule  has  yet  to  be  developed? 

2.  The  definition  of  the  problem.  What  are  we  dealing  with? 

3.  The  speci f icat ions  which  the  answer  to  the  problem  must 
sat i sfy .  Wnat  are  the  "boundary  conditions?" 
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4.  The  decision  regard what  i  s  "r ight , "  rath jf  than  what  is 
acceptable,  in  order  to  meet  the  boundary  conditions ,  What  wi 1 1 
fully  satisfy  the  specifications  before  attention  is  given  to  the 
compromises,  adaptations,  and  concessions  needed  to  make  the 
decision  acceptable? 

5 .  The  building  into  the  decision  of  the  act  ion  necessary  to 
carry  it  out.  What  does  the  action  commitment  have  to  be?  Who 
has  to  know  about  it? 

6.  The  feedback  which  tests  the  validity  and  effectiveness  of 
the  decision  against  the  actual  course  of  events ■  How  is  the 
decision  being  carried  out?  Are  the  assumptions  on  which  it 
is  based  appropriate  or  obsolete?  (Tp.  92-93) . 


i 

.1 


CHARACTERISTICS  OF  BANKS  PARTICIPATING  IN  STUDY 
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APPENDIX  C 


SUPPLEMENTARY  QUESTIONNAIRE  USED  IN  BANKS 


Bank 


Name 


Following  are  a  few  simple  questions  relating  to  the  decision  to  automate  in  your 
bank.  We  will  appreciate  your  answering  them  at  this  time. 

1.  Please  indicate  the  importance  attached  to  each  of  the  following  items 
at  the  time  the  decision  to  automate  was  considered  in  your  bank. 


Use  the  following  scale  to 

assign  points  for  each 

item. 

1 

—l  5 

4  5 

6 

"  T  "4 

9 

not 

important 
at  all 

only  o$ 

little 

importance 

important 
to  some 
extent 

quite 

important 

most 

important 

You  can  use  the  same  number  as  many  times  as  necessary. 

(Example:  If  "Reduce  cost"  was  a  Quite  important  factor  put  a  7  next 
to  it,  if  it  was  not  important  at  all,  put  a  1  next  to  it.) 


Replace  obsolete  bookkeeping 
Reduce  costs 
Reduce  labor  needs 
Increase  speed  of  operations 
Supply  more  information 
Supply  more  accurate  information 
Increase  prestige  of  the  bank 
Offer  more  services  to  customers 
Meet  competition  from  other  banks 
improve  customer  services 

Achieve  improved  management  control  over  employees 
Achieve  improved  management  control  over  operations 
Others  (Please  specify) 
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Please  indicate  the  degree  to  which  the  following  possible  compute- 
arrangements  were  considered  in  the  decision  to  automate. 


(Please 

use  the  following 

scale  on  questions 

2  and  3.) 

r  1 

|  k 

-i  «> 

4  S 

6  7 

8  9 

j  not 

only 

considered 

seriously 

most 

considered 

briefly 

to  some 

considered 

seriously 

i  at  all 

considered 

degree 

considered 

Buying  own  computer-on  premises 
Leasing  own  computer-on  premises 
Establishing  independent  computer  service  company 
Using  correspondent  hank  computer 

Using  holding  company  or  affiliate  bank  computer  f i £  applicable) 

Using  a  service  bureau  computer 
Establishing  a  cooperative  with  other  banks 

Other  arrangements  (please  specify  1 


3.  If  you  considered  getting  your  own  computer  equipment,  could  you  please 
indicate  which  of  the  following  suppliers  were  given  the  greatest  attention 
in  the  decision.  (Please  use  the  same  scale  as  in  Question  2.) 

_  BURROUGHS 

_  CONTROL  DATA 

_ G.E. 

_  HONEYWELL 

_  I.B.M. 

N.C.R. 


R.C.A. 


UN I VAC 

Other  please  specify 
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4.  Please  indicate  the  extent  to  which  each  of  the  following  items  con¬ 
tributed  to  the  decision  on  the  present  computer  arrangement.  (Please  use 
the  /ollowing  scale.) 


i 

~1 - 5 - 3“ 

- § - 

"5 - ? - 

8  9 

not 

only 

considered 

seriously 

most 

considered 

briefly 

to  some 

considered 

seriously 

at  all 

considered 

extent 

considered 

Cost  of  service  arrangement  or  system 
Space  needed 
No.  of  staff  needed 
Availability  of  programs 
Availability  of  equipment 
Availability  of  service 
Availability  of  back-up  equipment 
Capabilities  of  the  equipment 
Other 


5.  Please  indicate  the  extent  to  which  each  of  the  following  sources 
influenced  the  decision  to  use  the  present  arrangement.  (Please  use  the 
following  scale.) 


1 

- 2— 

3 

— r~ 

s 

6  7  8 

9 

not  at 
all 

very 

little 

to 

some 

extent 

to  a 

considerable 

extent 

the 

most 

Computer  salesmen 

Correspondent  bank  management 

Outside  consultant 

The  bank  President 

Member(s)  of  the  Board  of  Directors 

Operation  officer  of  the  bank 

Head  of  bookkeeping  department 

Other  officer(s)  in  the  bank 

Other  bankers  in  area 

Large  customers 

Published  material  (journals,  newspapers,  books,  etc.) 
Other  (please  specify_ _  ) 
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6.  Please  indicate  the  extent  to  which  each  of  the  following  took  an  active 
part  in  the  decision  to  use  the  present  arrangement.  (Please  use  the 
following  scale.) 


J 

2 

5 - 

~4 

- 5 - 

~6  1 - 

"5 - 

9 

not  at 
ai  1 

very 

little 

to 

some 

extent 

to  a 

considerable 

extent 

the 

most 

Computer  salesmen 

Correspondent  bank  management 

Outside  consultant 

The  bank  President 

Member (s)  of  Board  of  Directors 

Operation  officer  of  the  bank 

Head  of  bookkeeping  department 

Other  officer (s)  in  the  bank 

Other  bankers  in  area 

Large  customers 

Other  (please  specify _ ) 
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THE  DECISION  PROCESS  IN  THREE  BANKS 
1.  The  Northern  Bank  (01) 1  -  no  plans  at  present  time 

a.  Background,  The  Northern  lank  is  a  $40  Million  bank 
in  the  northeast  of  the  United  State*.  It  was  established  in  the 
1920' s  in  an  agricultural  and  industrial  community  of  20,000  people. 

Thi  bank's  stocks  are  widely  held,  mainly  by  residents  of  the  state. 

It  has  achieved  a  Moderate  rate  of  growth  over  the  last  few  years, 
and  operates  five  branches  located  within  a  radius  of  thirty  Miles 
from  the  main  office.  Of  the  other  three  banks  in  the  immediate  area, 
one  was  a  branch  of  a  larger  bank  utilising  EDP,  while  the  two  other 
banks  were  not  using  any  EDP  services. 

b.  The  Decision  Process.  The  bank  operated  a  semi -centralized 
bookkeeping  system,  with  the  work  of  the  three  branches  processed  in 
the  main  office  and  the  remaining  two  doing  their  own  bookkeeping. 
During  the  second  part  of  196S,  the  bank  was  approached  by  three 
coaiputer  manufacturers  and  one  other  bank  in  the  area,  all  offering 
their  equipment  or  services  (#i)^.  At  about  this  time,  the  bank's 
operations  officer  felt  that  changes  were  needed  in  the  existing 
bookkeeping  system,  which  depended  too  much  on  hand  sorting  and  the 
good  memory  of  the  eaployees.  During  the  fall  season,  which  is  the 
Most  active  time  of  the  year  for  the  bank,  problems  developed  in 
processing  the  checks  and  handling  funds  (*2).  The  senior 

^e  number  of  each  bank  corresponds  with  the  number  given  to  the 
same  bank  in  Appendix  B. 

2 

The  numbers  refer  to  the  phases  in  tne  model  in  Figure  7.1. 
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Fictmr  n-r 


THE  NOPTI'F.ftN  bank  uectsion  process 


Pace  \ 

obsolete  \ 
system  / 


3  r~ 


V 


I 


Expect  EDP  \ 
to  improve 
operations 
onsiderabl^ 

6^fr 

0  '  President 
objects  to 
EDP  at  pie 
sent 


Show 
interest 
in  EOP  / 


Consider 
automat  ion 
of  demand 
deposits 


ritio 


’Operation 
officer 
collects  add! 
tional  info. 


^^Oper.  Off.^ 
'fails  to 
i get  support 


17 


lan  conven- 
ional  re-or- 
ganiiation  oj 
nerat ions 


Execute 
Re-organiza¬ 
tion 


18 


sat isfaction' 
with  results 


STOP 


J 


1 


The  numbers  next  to  each  box  correspond  to  the  phase  numbers  in  Chapter  VII 
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operations  officer,  who  previously  worked  for  an  automated  bank, 
decided  to  look  into  the  possibility  of  automation  (#3),  planning 
to  utilize  it,  in  the  first  stage,  for  demard  deposits  only  (*4).  The 
operations  officer,  who  had  been  in  the  bank  since  1962,  believed 
that  automation  might  improve  efficiency  in  processing  the  bank's  work. 
Other  expected  benefits  were  a  lesser  dependence  on  key  non -management 
employees  and  better  management  of  funds  (#5).  He  also  saw  a  need  to 
change  some  of  the  other  managers'  methods  of  operation  and  introduce 
modem  management  techniques  which  would  improve  the  competitive 
position  of  the  bank. 

When  the  idea  of  automation  was  presented  for  approval  to  the 
president  of  the  bank  (#6),  he  rejected  it  (#69)  claiming  that  the 
bank  was  not  ready  to  consider  the  issue  because  too  much  cost  was 
involved  in  any  conversion  that  would  have  to  be  done  within  the  next 
two  years.  At  the  same  time  the  president  believed  operational 
problems  were  not  that  severe  and  could  be  alleviated  in  ways  other 
than  automation  (#61),  The  operations  officer  continued  for  some 
months  to  meet  With  the  computer  manufacturers  to  get  additional 
information  (#14),  but  could  not  solicit  any  further  support  for  the 
idea  of  automation  (#15).  At  the  beginning  of  1966,  other  ways  to 
improve  operations  were  sought  (#16),  and  by  the  middle  of  1966,  the 
bookkeeping  department  reorganized  by  introducing  specialization 
based  on  the  stages  in  the  check  processing  rather  than  on  groups  of 
accounts  (#17).  The  results  were  considered  so  successful  (#18) 

Chat  it  was  decided  to  postpone  the  discussion  of  automation  for  at 
least  four  years . 


c.  Analysis .  The  bank  had  three  of  the  four  elements 
needed  to  launch  a  decision  process:  There  was  a  senior  person 
in  the  bank  interested  in  automating,  there  were  some  operational 
pressures,  and  there  were  some  outside  agents  who  were  interested 
in  providing  the  services  or  equipment.  The  process  did  not 
materialize  beyond  the  first  phase  for  two  reasons.  The  first  was 
the  lack  of  support  from  top  management,  i.e.  the  president,  and 
the  second  was  that  the  operational  pressures  were  not  severe 
enough  to  require  any  action  beyond  the  modification  cf  the  existing 
bookkeeping  system.  In  addition,  the  person  guiding  the  process  was 
considered  a  "freshman"  by  the  other  senior  officers  who  were 
comfortable  with  the  old  system  and  who  disliked  the  idea  of  a 
rapid  change. 

2.  The  Western  Bank  (13)  -  On-Premises  Facilities 

a.  Background  Information.  The  Western  Bank  is  a  $15  million 
bank  on  the  west  coast.  It  was  established  in  1962  in  a  suburb  of  a 
large  metropolitan  city.  The  majority  of  its  stocks  are  held  by  the 
members  of  the  Board  of  Directors,  with  the  chairman  of  the  Board 
owning  close  tb  half  of  it.  It  has  achieved  a  moderate  rate  of  growth 
over  the  last  few  years,  and  operates  one  branch  located  in  the  same 
suburb.  Competition  comes  mainly  from  the  large  banks  in  the  metro¬ 
politan  area  which  have  branches  in  the  suburb. 
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THE  WESTERN  BANK  DECISION  PROCESS 
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.solution 


b.  The  Decision  Process.  Shortly  after  the  bank  had  opened, 
the  bookkeeping  department  began  to  have  operational  problems  (.#2). 

The  problems  were  with  both  the  inefficient  equipment  which  required 
a  lot  of  manual  work,  and  with  the  absence  ,  and  high  turnover  of 
employees.  The  bank  had  some  calls  frrni  outside  service  providers, 
but  no  serious  effort  was  made  until  a  third  operational  problem 
developed.  As  a  result  of  rapidly  increasing  volume  due  to  quick 
initial  growth,  the  accuracy  of  the  output  dropped.  Then  in  late 
1964,  as  described  by  the  cashier,  "IBM  walked  through  the  front 
door  and  put  it  (the  suggestion  to  automate)  on  our  desk."  (#1) 

The  cashier  and  hi.3  assistant  were  interested  in  the  proposal  (#3) 
and  began  to  inquire  about  automation  of  demand  deposits  only  (#4) . 

They  felt  it  would  reduce  costs  and  improve  operations  (#5). 

The  president  of  the  bank  and  the  chairman  of  the  Hoard  did 
not  object  to  investigating  automation  (#6),  although  they  did  not 
actively  support  it.  IBM  made  the  original  suggestion  for  the  bank 
to  get  its  own  equipment,  but  the  bank  first  invest igated-lhe-posaibil-ity 
of  having  an  off-premises  source  do  the  work  (#7).  Estimates  were 
submitted  by  two  correspondent  banks  and  one  service  bureau,  but 
operations  people  decided  that  the  price  was  too  high  and  the  return 
in  services  insui'i  .cient .  Top  management,  when  consulted,  was 
reluctant  to  depend  on  a  potential  competitor  for  services  (#8),  The 
operations  people  decided  to  look  into  the  possibility  of  buying  their 
own  equipment  (#20,  24).  By  the  beginning  of  1965,  IBM  had  invited 
the  junior  operations  officer  to  a  two-week  course  where  he  was 


exposed  to  the  equipment  (#25)  and  from  which  he  returned  with  very 
favorable  impressions  (#26).  He  felt  that  the  solution  of  acquiring 
equipment  would  be  most  suitable  for  the  bank.  At  this  stage  the  idea 
of  using  off >premises  EDP  was  dropped  (#2?) . 

Discussions  were  held  with  salesmen  of  two  other  manufacturers 
(*28),  but  were  described  by  management  as  not  serious,  and  only  the 
IBM  proposal  was  finally  submitted  for  consideration  (*10).  As  one 
officer  remarked,  "after  the  assistant  cashier  went  to  the  IBM  course, 
we  knew  that  if  anyone  got  the  order  for  equipment  it  would  be  IBM".  (#11) 
The  IBM  proposal  was  considered  by  the  operations  people  as  most 
satisfactory  (#12),  and  when  presented  to  the  president,  the  Board's 
approval  was  easily  obtained  (#13)  arid  the  decision  to  sign  with 
IBM  (#33)  was  made  in  mid-1965. 

c.  The  Conversion  Process.  In  the  rental  agreement  signed 
with  IBM  (#34),  delivery  of  equipment  was  promised  within  ten  months. 
During  this  time  information  on  the  flow  of  documents  and  on  the 
necessary  training  of  employees  was  collected  (#35),  and  the  conversion 
was  planned  (#36).  Also  during  this  time,  the  junior  operations 
officer  became  the  cashier  of  the  bank,  and  a  new  junior  operations 
officer  was  hired  to  supervise  both  the  newly  automated  and  non- 
automated  functions.  A  second  person  was  hired  to  run  the  computer 
installations.  The  new  junior  operations  officer  objected  to  the 
installation  of  EDP  in  the  bank  and  was  by-passed  by  the  EDP  manager, 
who  began  to  report  directly  to  thi  cashier.  He  received  approval  for 
the  conversion  plan  (#37).  The  execution  of  the  conversion  (#38)  was 


completed  with  the  help  of  IBM,  to  the  general  satisfaction  of  the 
senior  management  (#40).  The  cashier  and  EDP  manager  next  suggested 
converting  the  savings  deposits  (#42),  but  the  objections  of  the 
junior  operations  officer  (#43)  postponed  the  process  for  several 
months.  Finally,  the  president  supported  the  cashier,  who  presented 
data  (#45)  suggesting  that  not  only  should  additional  functions  be 
converted,  but  also  a  larger  computer  ordered.  Approval  of  the  second 
conversion  was  given  (#43),  and  it  was  in  the  planning  stage  (#36) 
at  the  time  of  the  writer's  visit  to  the  bank. 

d.  Analysis.  Operational  pressures  plus  initiative  of 
outside  salesmen  caused  the  bank  to  consider  automation.  The  process 
started  under  the  guidance  of  the  operations  officer,  with  the 
passive  approval  of  top  management,  and  no  open  resistance.  Resistance 
developed  only  when  a  new  operations  officer  feared  he  was  losing  control 
because  of  the  accepted  decision. — 

The  bank  briefly  considered  off-premises  arrangements  but  gave 
serious  consideration  to  only  one  proposal,  the  installation  of  IBM 
on-premises  equipment.  The  reason  was  that  the  people  guiu*ug  the 
decision  felt  it  would  minimize  the  uncertainty  involved  in  utilizing 
any  other  proposal.  The  search  was  simple-minded  and  biased  towards 
IBM  because  of  the  course  taken  by  one  of  the  two  persons  guiding  the 
process,  who  at  the  time  of  the  decision  was  the  only  one  in  the  bank 
having  any  EDP  knowledge. 
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3.  The  Mountains  Bank  (23)  -  Using  an  Off-Premises  Service 

r 

9  a.  Background  Information.  The  Mountains  Bank  is  a  $25 

million  bank  in  the  Rocky  Mountains.  It  was  established  at  the  turn 
of  the  century  and  is  located  in  a  small  industrial  town.  The 
majority  of  the  bank's  stock  is  held  in  trust  for  a  single  family. 

Since  1964  the  bank  did  not  grow  in  assets,  and  the  bank  does  not 
operate  branches.  There  are  seven  banks  in  the  town  of  which  three 
had  been  using  computers  when  the  decision  process  in  The  Mountains 
Bank  started. 

b.  The  Decision  Process.  Late  in  1964,  the  junior  operations 
officer  was  invited  by  NCR  to  visit  its  facilities,  and  he  returned 
impressed  with  what  he  had  seen  (#1).  In  the  middle  of  1965  the  bank 
faced  the  need  to  replace  conventional,  obsolete  bookkeeping  machines 
(#2)  and  the  junior  operations  officer  suggested  considering  EDP  (#3) 
to  replace  the  obsolete  equipment  in  the  demand  deposits  section  (#4). 
Throughout  the  second  part  of  1965  he  investigated  the  issues  involved 
in  automation  (#5)  and  presented  the  idea  of  using  EDP  to  the  president 
and  Board  of  Directors  in  December,  1965  (#6).  The  members  of  the  Board 
rejected  the  idea  altogether,  although  the  president  gave  partial 
support.  During  the  first  half  of  1966,  the  operations  officer  collected 
additional  data  (#14)  mainly  on  the  cost  aspect  of  automation  versus 
conventional  processing.  With  the  help  of  the  president,  visits  to 
computer  installations  were  organized  for  several  members  of  the  Board 
of  Directors.  In  June,  1966,  the  subject  was  raised  again  in  a  special 
Board  meeting  and  this  time  approval  was  given  (#15)  to  proceed  with 
the  investigation. 


FIGURE  D-3 
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The  arrangement  of  using  s  correspondent  service  was 
identified  as  the  aost  suitable  (*7)  because: 

1.  Management  felt  their  bank  was  too  small  to  afford  its 
own  EDP. 

2.  Management  felt  it  did  not  know  enough  about  EDP  to  run  it 
itself,  and  it  would  cost  too  much  to  hire  qualified  people 
to  run  it  on-premises. 

The  advantages  of  the  correspondent  bank  were  given  as  follows: 

1)  The  correspondent  bank  had  the  money  to  back  the  bank  in  case  of 
failure;  2)  the  correspondent  bank  had  the  experience  needed  to  supply 
suitable  operation;  3)  the  bank  could  get  its  "feet  wet"  and  learn 
from  the  experience  of  a  larger  bank  before  it  went  on  its  own  computer. 
(»8) .  Three  banks  were  asked  to  submit  proposals  (#9),  and  although 
two  other  banks  and  a  service  bureau  offered  to  supply  services,  the 
management  felt  it  had  sufficient  information  on  hand  (*10).  All  three 

proposals  were  about  the  same  in  regard  to  cost  and  most  other  features, 
but  the  Operations  officer  guiding  the  process  preferred  the  bank 
that  was  closest  in  distance,  yet  still  outside  the  immediate  competitive 
area  (about  fifty  miles  away}  (ill).  The  proposal  of  this  bank  was 
also  slightly  cheaper  and  was  considered  satisfactory  by  the  operations 
officer  and  president  (*12).  It  was  brought  to  the  Board  for  approval 
(#13),  which  was  given  this  time  with  only  little  discussion  and  without 
any  objections  (*33). 

c.  The  Conversion.  The  final  decision  was  made  at  the  end 
of  1966,  and  the  demand  deposits  function  was  converted  in  May  of  1967. 
Additional  information  was  collected  at  the  request  of  the  service 
provider  (*35),  and  the  planning  was  left  to  the  representatives  of  the 
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service  provider  and  the  junior  operations  officer  (#36). 

The  president  was  kept  informed  (#3?)  but  did  not  take  an 
active  part  in  the  planning  or  execution  of  the  conversion,  following 
a  successful  conversion,  in  which  minor  problems  were  solved  in  a 
three-day  parallel  run  (#39),  satisfaction  with  the  results  was 
expressed  by  the  entire  senior  management  (#40).  Some  discussion  on 
the  possibility  of  converting  other  functions  developed  in  the  bank, 
but  it  was  decided  by  top  management  that  no  operational  problems 
existed  in  other  areas  and  thus  there  was  no  need  for  further  conversions 
at  that  time  (#41,  53) . 

J.  Evaluation.  Opposition  to  the  consideration  of  automation 
developed  at  the  top  level  in  the  early  stages  due  to  lack  of  information 
and  unfamiliarity  with  the  subject.  But  once  the  junior  officer  got 
the  support  of  the  president,  he  was  able  to  carry  the  whole  project 
through  with  no  active  resistance  cropping  up.  The  process  was 
simplified  because  of  the  limited  goals  of  the  decision  makers  (replacement 
of  obsolete  equipment  in  only  one  function.) 
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